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MONDAY, JUNE 6, 1960 


House or REPRESENTATIVES, 
COMMERCE AND FINANCE SUBCOMMITTEE 
OF THE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 


The subcommittee met, pursuant to notice, at 10:45 a.m., in room 
914-B, New House Office Building, Hon. Peter F. Mack, Jr. (chairman 
of the subcommittee), presiding. 

Mr. Drnceti. The committee will come to order. In the absence of 
the chairman, who has been delayed unavoidably, and with the authori- 
zation of my colleagues, we will conduct hearings by the Subcommit- 
tee on Commerce and Finance of the House Interstate and Foreign 
Commerce Committee on H.R. 6294, a bill introduced by our colleagues 
on the committee, Mr. Bennett, which would tend to render self-sup- 
porting the operations of the Securities and Exchange Commission by 
raising the amount of the fee presently being collected from registered 
securities exchanges and by imposing an annual fee upon every regis- 
tered broker-dealer for the privilege of doing business. 

The subject of collection of fees by the Securities and Exchange 
Commission has been before us in some form or other for at least 8 
years, starting with the Commission’s proposed implementation by 
rulemaking of a provision in the Independent Offices Appropriations 
Act of 1952. Hearings were held in that year by a subcommittee of this 
committee on H.R. 6846. Subsequently, in 1957, the committee had be- 
fore it H.R. 7778 as well as S. 2520, which had passed the Senate. In 
both instances no definitive action was taken by this committee. 

H.R. 6294 is substantially the same as S. 2520, which was approved 
some 4 years ago by the other Chamber, though both of these measures 
are much more limited in scope than the Commission’s original pro- 
posal in 1952. 

Our first witness this morning is Commissioner Orrick of the Securi- 
ties and Exchange Commission. 

The bill, H.R. 6294, and reports thereon will be included in the 
record at this point. 

(H.R. 6294 follows :) 


[H.R. 6294, 86th Cong., 1st sess.] 
A BILL To amend section 31 of the Securities Exchange Act of 1934 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 31 of the Securities 
Exchange Act of 1934, as amended, is amended by designating the present 
provisions thereof as subsection (a) and by substituting in the second sentence 
thereof the words “one two-hundredths of 1 per centum” for the words “one 


1 
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five-hundredths of 1 per centum” and by adding the following two new para. | 


graphs at the end thereof: 


“(b) Every registered broker-dealer shall pay to the Commission on or befor, | 


April 15 of each calendar year a registration fee for the privilege of doin; 
business as a registered broker or dealer during the preceding calendar yegy . 
any part thereof. Such fee shall be in an amount equal to one two-hundredth, 
of 1 per centum of the aggregate dollar amount of the price of securities (othe 
than securities which are direct obligations of or obligations guaranteed gg th 
principal or interest by the United States or such securities issued or Suarantecs 
by corporations in which the United States has a direct or an indirect intereg 
as shall be designated for exemption from the provisions of this section py the 
Secretary of the Treasury as necessary or appropriate in the public interes 
or for the protection of investors; securities which are direct obligations og . 
obligations guaranteed as to principal or interest by a State or any Political 
subdivision thereof or any agency or instrumentality of a State or any Political 
subdivision thereof or any municipal corporate instrumentality of one or more 
States) sold as a broker or dealer otherwise than on a national securities gy. 
change during the preceding calendar year and subsequent to the registration 
as a broker or dealer. 

“(c) Every national securities exchange and every registered broker or deal 
shall make such reports as the Commission by its rules and regulations may 
prescribe as necessary or appropriate to carry out the purposes of this section” 

Sec. 2. This Act shall apply to transactions occurring on and after the 
ninetieth day after the date of its enactment. 


(The reports on H.R. 6294 follow :) 
MEMORANDUM OF SECURITIES AND EXCHANGE COMMISSION ON H.R. 62 
H.R. 6294 would amend section 31 of the Securities Exchange Act of 1934 py 


increasing the registration fee paid by national securities exchanges and py 
providing for a similar fee for registered brokers and dealers on transactions 


effected otherwise than on a national securities exchange. The bill differs jn } 


only one respect, as is noted below, from H.R. 7778, 85th Congress, which was 
introduced in the House of Representatives on May 27, 1957, and referred to 
this committee, but upon which no further action was taken.’ 

Section 31 now provides a fee only for the registration of exchanges. This fee 
is one five-hundredths of 1 percent of the aggregate dollar amount of stock e- 
change transactions, equal to 2 cents per $1,000 of transactions, In practice, this 
fee is passed on to investors by brokers’ charges to their customers in connection 
with transactions executed on the exchanges and appears on the confirmations 
furnished by brokers to their customers covering such transactions. 

Under H.R. 6294 this fee would be increased to one two-hundredths of 1 percent, 
equal to 5 cents per $1,000 of transactions, H.R. 6294 would also amend section 
81 to provide a similar fee for registered brokers and dealers of 5 cents per 
$1,000 on transactions effected otherwise than on a national securites exchange. 
In connection with the latter fee, the bill provides an exemption for securities 
issued or guaranteed by the United States or the States or their instrumentali- 
ties.” 

Under present law, in addition to stock exchange registration fees, the Com- 
mission is required to collect fees for registration of securites issued under the 
Securities Act of 1933, qualification of trust indentures under the Trust Ip 
denture Act, and sale of copies of documents filed with the Commission, These 
fees are all deposited to the general fund of the Treasury and are not available 
for expenditure by the Commission. However, the statutory fees have the effect 
of reducing the net cost to the general taxpayer of the operation of the Com 
m11SS10nN. 





1Jt may also be noted that H.R. 6294 is identical with S. 2520, 85th Cong., passed by 
the Senate on Aug. 8, 1957, and referred to the House of Representatives, which took 10 
action. In this Congress, S. 737, a bill identical with S. 2520, 85th Cong., has been 
introduced in the Senate. 

2H.R. 6294 differs from H.R. 7778, 85th Cong., only in that the latter bill did not provide 
an exemption for securities issued or guaranteed by the States or their instrumentalities. 
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para The fees derived from the foregoing sources during the fiscal year ended June 
: 30, 1958, aggregated $2,334,299. Fees were derived as follows: 
’ 


efor | Character of fees: Actual 1958 


loing Registration of securities under the Securities Act of 1983__.... $1, 643, 115 
Ar Op From stock exchanges under sec. 31 of the Securities Exchange as 
*dths cna cnn ghcnde co earns ins n acmeegteaednea? Tptasaina- eee: aca 667, 205 
other Qualification of trust identures____--_-~_-------------------- 1, 400 
aS to eeemrmemerememetes | CURIE OU a i arene oe nhiannsleminia 22, 579 
iteed Ss BUND UG pao 6 poche mn sinhindsinianttln eh dchichnchinnoetsthecomblnibe 67 
Crest | SN TOO nen ese ren pane mm en peice men megane en enem eran atcnnnenes ceemeatoge 4 
y the fa ee 
Crest a ONIN spk snspcn-avioins acted paseo aksibapenp el aoe aaakoapcantaia 2, 334, 370 
aa We estimate that had the schedule of fees proposed in H.R. 6294 been in effect 
tical during the fiscal year ended June 30, 1958, a total of approximately $4,316,000 
more would have been realized, an increase of $1,981,600. ( f this amount we esti- 
3 er. mate that $1,000,350 would have been derived from the increased stock exchange 
ation registration fee and $981,250 from the fees from registered brokers and dealers. 

In the Commission’s opinion, H.R. 6294 provides an equitable means of sub- 
paler | stantially increasing the reimbursement to the Treasury for the Commission’s 
may cost of operation by spreading the impact of the fees over all of the investing 
ion” public for whose benefit the various statutes administered by the Commission 
the were enacted, without imposing any undue burden upon any securities industry 


organization or group or class of investors. 


4 EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 


4 by Washington, D.C., April 28, 1959. 

t by | Hon. Oren Harris, 

ions Chairman, Committee on Interstate and Foreign Commerce, 

8 in House of Representatives, Washington, D.C. 

ps My Dear Mr. CHAIRMAN: This will acknowledge your letter of April 17, 1959, 
dt requesting the views of the Bureau of the Budget with respect to H.R. 6294, 
5 fee a bill to amend section 31 of the Securities Exchange Act of 1934. 

I am authorized to advise you that enactment of legislation to increase the 
‘te fees and charges of the Securities and Exchange Commission would be in accord 
sien with the program of the President. 


Sincerely yours, 


— PHILuLir 8. HUGHES, 

veal, Assistant Director for Legislative Reference. 
tion Mr. Dincett. Commissioner, we welcome you on behalf of the com- 
pe mittee. 

nge, 

ities 


tai: | STATEMENT OF ANDREW DOWNEY ORRICK, MEMBER, SECURITIES 
| 
AND EXCHANGE COMMISSION 


Yom 

2 Mr. Orrick. Mr. Chairman and members of the subcommittee, my 
hese name is Andrew Downey Orrick, of California. I am a member of 
able the Securities and Exchange Commission. Accompanying me today 
are certain members of the Commission staff whom I would gladly 
introduce to you if you care for me to do so. Shall I introduce the 

other members of the staff who are present ? 

d by Mr. Dincett. Yes. You may have them sit behind you if you desire. 
: Mr. Orrick. Thomas G. Meeker, General Counsel; Joseph B. Levin, 
ri Assistant General Counsel of the Commission; Charles R. Mce- 
tia, Cutcheon, Assistant Director of the Division of Trading and Ex- 


changes; Arthur Kiesar, who is in the Budget and Accounting Office 


of the Commission: Rodney Loeb, who is a member of the executive 
staff. 
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Mr. Dinee.t. Gentlemen, you are certainly welcome. Commis 
sioner, if you would like to have any of your staff members sit besid 
you, you are welcome to do so. 

Mr. Orrick. I will call them if they are needed. 

Because of a prior appointment Chairman Gadsby is away from the 
city on official business. We are here at your invitation to testify op 
H.R. 6294. This bill would amend section 31 of the Securities fy. 
change Act of 1934 in two respects. First, it would increase the fe 
paid by registered securities exchanges. Second, it would provide y 
similar fee for registered brokers and dealers on sales effected other. 
wise than on a national securities exchange; that is, in the over-the. 
counter markets. 

Section 31 now provides that registered securities exchanges shal] 
pay to the Commission an annual fee based on the aggregate dollar 
volume of sales of securities transacted on such exchanges. This fee 
is one five-hundredths of 1 percent, which is equivalent to 2 cents per 
$1,000 of sales. In practice, the fee is passed on by brokers to their 
customers, and appears as a charge on the confirmation of sale, 

Under H.R. 6294 this fee would be increased to one two-hundredths 
of 1 percent, which amounts to 5 cents per $1,000 of sales. 

At the present, there is no provision in the statute for a fee with 
respect to the over-the-counter markets. H.R. 6294 would amend gee. 
tion 31 to provide such fees. Registered brokers and dealers would 
be subject to a fee of 5 cents per $1,000 on their over-the-counter sales, 
The bill provides an exemption with respect to securities issued or 
guaranteed by the United States or the States or their instrumentgl.- 
ities. 

In addition to the stock exchange fees, to which I have referred, 
the Commission collects fees for the registration of securities under 
the Securities Act of 1933, and for the qualification of trust in- 
dentures under the Trust Indenture Act. These fees are all deposited 
to the general fund of the Treasury and are not available for expendi- 
ture by the Commission. This would also be true of the fees that would 
be collected under H.R. 6294. However, the statutory fees have the 
effect of reducing the net cost to the general taxpayer of the operations 
of the Commission. 

For the fiscal year 1960 we estimate that fees collected from these 
sources under existing legislation will aggregate approximately 
$2,700,000. With your permission, Mr. Chairman, I would like to 
insert for the record a breakdown of these fees. 

Mr. Dincetxi. Without objection, it is so ordered. 

(The statement referred to follows :) 


Statement of estimated fees for fiscal 1960 


Source: 
Registration of securities under the Securities Act of 1933____ $1, 591,300 
From stock exchanges under sec. 31 of the Securities Exchange 
Act of 1934 (actual) ..___-_-. 
usmrcnanon Os arent moencvaures.. 25500 1, 500 
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his. | Mr. Orrick. Under H.R. 6294 the fees might be increased by as 
ide much as $3,700,000, thus producing in fiseal 1960 total receipts of 

400,000 ($2,700,000 plus $3,700,000). Of the $3,700,000 increase, 
$1,600,000 would be derived from additional stock exchange fees and 
the the balance of $2,100,000 from over-the-counter fees. 
on The increase in stock exchange fees is based on actual transactions 
x reported in the calendar year 1959 because those transactions form the 
fee asis for fees paid in fiscal 1960. 


ea On the other hand, the over-the-counter fees can only be estimated. 
€- | gales volume in the over-the-counter markets, unlike that for the stock 
he exchanges, is not reported and hence not precisely known. To arrive 


at an estimate, we have relied upon findings made as to the relation- 
al ship of exchange and over-the-counter trading by the Wharton School 
lar of Finance and Commerce in 1951, the only published study on the 
fee | subject. The study concluded that volume of stock transactions in 
et | the over-the-counter markets was approximately one-half that on se- 
er Ss eyrities exchanges, and that bond trading over-the-counter was more 
than four times the bond volume on the exchanges. 


hs I should point out that the fees I have referred to as being generated 
| by H.R. 6294 are based on a year which is a high point in securities 
th trading. Total stock exchange volume in calendar year 1959 was ap- 
eC proximately $54 billion, up from about $40 billion in the preceding 


id year. If the average sales volume for the 5-year period of 1955-59 is 
used as a yardstick and the fees proposed in the bill had been in effect, 
: | the stock exchange fees would have increased by $1,216,000 annually 


i ) on the average, and the over-the-counter fees would have averaged 
$1,740,000 annually. 
d, In the 85th Congress, the Senate Banking and Currency Committee, 
er in reporting out S. 2520, which was a bill similar to H.R. 6294, made 
. certain observations which, we believe, merit consideration by this 
ed committee. Incidentally, this bill was passed by the Senate, but no 
h. action was taken by the House. 
Id The Senate committee, at page 4 of its report, Senate Report No. 
he 605, 85th Congress, referred to certain administrative difficulties that 
» might be encountered in applying an over-the-counter fee because of 
the differences that exist in the nature of over-the-counter transactions 
i compared with transactions effected on securities exchanges. For ex- 
: | ample, the committee called attention to the fact that primary distri- 
butions of securities normally occur in the over-the-counter market 
and not on the exchanges. The committee was of the view that in the 
ordinary underwriting a fee should not be assessed against the initial 
transfer of the security from the issuer to an underwriter for the pur- 
pose of further distribution. The fee should attach only at the point 
where the security is ultimately sold to the investor. 
. The committee pointed out that it expected— 
*** the Commission to administer the provisions of this bill in a manner which 
” to the greatest extent practicable will place over-the-counter transactions in a 
» | fair relationship to transactions handled on * * * securities exchanges, insofar 
| “a assessment of the fees provided by this bill is concerned (S. Rept. 605, 
0 | p. 5). 
" We agree that to the extent feasible fees should be assessed in the 


over-the-counter markets on a basis comparable to the assessment of 
fees on exchange transactions. 
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In order to achieve this purpose, we are of the view that specif, 
rulemaking authority in this regard should be embodied in the pj | 
Commission authority in this area should not be predicated solely 
upon a statement in a committee report. Accordingly, we Suggest 
that there be added at the end of subparagraph (b) of the bill, page 
2, line 20, the following: 

This subsection shall not apply to any transaction or transactions which the 
Commission by rules and regulations may exempt in order to provide for the 
assessment of fees under this subsection on a basis comparable to that Dro- 
vided by subsection (a) of this section. 

In our opinion, H.R. 6294 provides an equitable means of substap. 
tially increasing the reimbursement to the Treasury for the Commis. 
sion’s cost of operation by spreading the impact of the fees over ql] 
of the investing public for whose benefit the various statutes adminis. 
tered by the Commission were enacted, without imposing any und 
burden upon any securities industry organization, or group, or class 
of investors. 

We have been advised by the Bureau of the Budget that H.R. 6994 
is in accord with the program of the President. 

We would be very pleased to answer any questions that you may 
have for us. 

Mr. Dineeci. Thank you very much. Our distinguished subcon- 
mittee chairman is now here. 

Mr. Mack. Mr. Orrick, are you submitting a statement in behalf 
of the Commission ? 

Mr. Orrick. Yes, sir. 

Mr. Mack. This is your statement which you made this morning? 

Mr. Orrick. Yes, sir. 

Mr. Mack. Are there any questions ? 

Mr. Dincett. No questions. 

Mr. Hempui. I have two or three questions. 

Mr. Mack. Mr. Hemphill. 

Mr. Hempuiii. Commissioner, as I understand it, purely and sim- 
ply, thisisasalestax. Is that not what it amounts to? 

Mr. Orrick. A fee on transactions. 

Mr. Hempnitt. I am just wondering whether any question has 
been raised about the fact that this is raising money for the General 
Treasury. There has not been any question ever about the juris- 
diction of this committee in this field; is that right ? 

Mr. Orrick. No. Of course, the original 1934 act had this section 
providing for fees imposed on exchange transactions. No question 
has ever arisen as to its validity, to my knowledge. 

Mr. Hempumn. In 1957 when the Senate bill you refer to was 
considered, at that time the Commission’s report was favorable to 
enactment 4 

Mr. Orrick. The report of the Commission or the report of the 
committee ? 

Mr. Hempnity. The report of the Commission. 

Mr. Orrick. Yes; the Commission has always taken the view that 
if the Congress desired to carry out the philosophy embodied in the 
1934 act to impose a fee on securities transactions, that this provision 
in the present bill as well as in the 1957 Senate bill was feasible, prac- 
tical, equitable, and reasonable. 
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Mr. Hemruitt. I believe at that time you were called upon to com- 
ment to the chairman of our full committee on the proposed legisla- 
tion, Which was not identical with the legislation before us because 
the legislation before us contains three amendments, which the Com- 
mission had recommended. One was giving the Secretary of the 
Treasury certain powers of discretion on exemptions, next exempting 
municipal securities, third was the 90-day provision. 

If those three provisions are taken, as in H.R. 6294, the attitude of 
the Securities and Exchange Commission is favorable to the enact- 
ment of this legislation ¢ 

Mr. Orrick. Yes. We believe that the provisions of this bill, to- 
gether with the amendment we are proposing at this time, is the way 
to carry out the congressional purpose of raising additional fees. 

Mr. Hempuity. Maybe I am reading it wrong. Do you think that 
recommendation on page 4 of your statement is necessary in view of 
the fact that on page 2 of the bill, from line 8 through 12— 
in which the United States has a direct or an indirect interest as shall be 
designated for exemption from the provisions of this section by the Secretary of 
the Treasury * * * 

Is that necessary? You think the Commission should have the addi- 
tional power of exemption ¢ 

Mr. Orrick. The exemption that is mentioned on lines 5 through 17 
on page 2 of the proposed bill deals with securities, provides an ex- 
emption for securities. 

he exemption which we believe to be desirable would exempt cer- 
tain transactions which would not be contemplated as coming under 
the impact of the bill. If I may illustrates it, when an initial distribu- 
tion from an issuer takes place, there is a sale by the issuer to the un- 
derwriter, who then distributes, retails to the public investor. 

Without the exemption which we suggest here, it could be argued 
that two fees would have to be paid, but that is not the intent of the 
bill, we do not think. Certainly, it would be inequitable to impose two 
fees in a transaction where really only one sale has taken place from 
issuer to the investing public. 

We wanted to make it clear or we thought that the Congress would 
want to make it clear that the underwriting element in the distribu 
tion of securities would not be subject to the fee proposed in this bill. 

Mr. Hempnti. Thank you. We are making a record here, and your 
explanation of it will help us in making that record. 

One final question, sir. Since this is really passed on to the man 
buying the stock, has there been any opposition to this from the pur- 
chasing public, the people we call in the common vernacular people 
who are playing the market ? 

Mr. Orrick. We do not know of any; no, sir. 

Mr. Hempuity. Thank you for your testimony. 

Mr. Mack. Mr. Glenn. 

Mr. Guenn. What is the 1960 appropriation for the Securities and 
Exchange Commission ? 

Mr. Orrick. The amount of money which the Commission will ob- 
tain has not been finally determined as yet. 

Mr. Guenn. What was the one for the past fiscal year? 

Mr. Orrick. We received a total appropriation of $8,100,000. For 
this year, if you would like that figure, sir, the Independent Offices 
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Appropriations Committee has granted us $8,525,000. That: is only 
part of the story. We are seeking restoration of $375,000 under our | 
budget submission. 

In addition, because of the extremely heavy volume of work tha 
the Commission has been subjected to, over which it has no control 
the Commission submitted a request for a supplemental budget fo 
1961 under which we hope to obtain at least $400,000 in addition ty 
what we asked for under our 1961 budget. 

Mr. GLENN. Your estimate of $6,400,000 coming in under this bill, 
if enacted into law, would still leave you carrying part of the load 
from appropriations, would it not ? 

Mr. Orrick. Yes, sir, it would. 

Mr. Gienn. Thank you. 

Mr. Mack. Mr. Keith. 

Mr. Kerra. What is the cost to the SEC that can be properly allo. 
cated to Commission activities pertinent to these sales that would be 
taxed ? 

Mr. Orrick. I do not think it can be precisely determined. In fact 
I know it cannot be precisely estimated how much the Commission 
expended with respect to any particular sale of securities. 

Mr. Kerrn. Would you say the present revenue is adequate for the 
purposes of supervising the sales from which the taxes are collected! 


In other words, you are asking for money from industry to police | 


certain transactions. You have many, many other activities that 
serve a public purpose that are not devoted to this particular phase of 
your activities, but you are collecting from just one activity. 

Mr. Orrick. Mr. Keith, it is virtually impossible to compartmen- 
talize the activities of the Commission and to say that certain of the 
efforts we make are for the benefit of investors in a particular area 
or on a particular exchange. The fabric of the enforcement. activi- 
ties of the acts administered by the Commission is interwoven. It 
would be impossible to make a cost accounting study of what the im- 
pact of a fee may be with respect to any particular effort we are 
making. 

Mr. Kerrn. Generally speaking, would not the $2,700,000 you eol- 
lect from this source be adequate to cover certainly the activities of 
supervising these transactions? It is more than a quarter of your 
total income coming from a sales tax and certainly a quarter of your 
activities are not devoted to supervising of such sales. 

Mr. Orrick. I would say, sir, that perhaps 80 percent of our ac- 
tivities are involved in supervising the brokers, supervising the 
exchanges, carrying out our enforcement antifraud activities in con- 
nection with the sale and the trading of securities, in administering 
the full disclosure provisions of statutes, which are an integral part 
of both trading and the initial distribution of securities, and that per- 
haps 20 percent or less of our effort is concerned with the regulatory 
aspects of the Public Utility Holding Company Act and the regula- 
tory aspects of the Investment Company Act. 

he main thrust of our activities is to secure honesty and fairness 
in the trading of securities. 

Mr. Kerru. This industry and particularly the investor pays al- 
ready a much greater share than the $8 or $9 million you are seeking 
under this bill through other taxes such as the capital gains tax. 
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These taxes certainly are more than adequate to cover the incidental 
activities of the Commission beyond the transfer supervision that this 
sales tax is more or less directly assignable to. Do you follow me on 
that ! 

Mr. Orrick. I do not understand your question. 

Mr. Kerr. You are getting aL sales tax, as Mr. Hemphill pointed 
out, and you are increasing it. That is one source of revenue. You 
want to make it more on a pay-as-you-go basis, but. you are overlook- 
ing, are you not, the very substantial contributions that these same 
sources are paying through other taxes into the General Treasury in 
the way of long-term capital gains taxes and short-term capital gains 
taxes! The same people are paying these taxes that pay the tax in 

ion. 
Or. Orrick. But those other taxes I do not think have a thing to do 
with the protection of investors, protection to investors, which is the 
function of the Securities and Exchange Commission. a 

Mr. Kerrn. They find their way into the General Treasury, and it is 
the General Treasury that is paying the costs of your activities. 

Mr. Orrick. I think the original philosophy that lies behind the 
enactment of section 31 was an attempt by Congress to make the Secu- 
rities and Exchange Commission at least in part self-supporting, self- 
sustaining, and there was at that time a lack of knowledge generally 
as to how much money would be required to police the securities 
market. 

There was an attempt by the Congress in enacting section 31 to 
make a stab at making the Commission self-supporting. We have 
found as a result of 25 years of experience that we are only, say, 35 

rcent self-supporting. So when the Congress said in title 5 of the 
Independent Offices Appropriations Act of 1952, “Make yourself com- 
pletely self-supporting,” that seemed to indicate that this was an 
inadequate provision or it provided inadequate funds as it is presently 
written. 

Therefore, as a result, there was this attempt on the part of the Bu- 
reau of the Budget and on the part of various committees of Congress 
to raise the amount. of fees that would be provided by trading transac- 
tions. It will work, it is feasible, it is equitable. It would merely 
impose the burden of this nominal fee upon those who are directly 
receiving some benefit from the services that are being provided by 
the SEC. 

Mr. Krirn. It seems the benefit they receive is in recording of the 
transaction and availability of statistical information in connection 
with that transaction. The other services you render are to the gen- 
eral public and you have a right to receive the income from the general 
tax receipts, particularly those that come from taxation upon short- 
and long-term capital gains. 

My thinking is you are pretty much self-supporting if you would 
seek to have your share of capital gains taxes assignable to the SEC 
activities, 

Mr. Orrtcx. I think, if I may say so, that is a matter of fiscal policy 
for the Congress. 

I would like to make the point that there is a definitive class here 
which is receiving protection from the SEC. Itisa constantly grow- 
ing class. There are many, many more public investors today than 
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there were 10 years ago. Our efforts in preventing fraud in thy 
purchase and sale of securities directly benefit them. . 

Mr. Kerru. I do not for a second want to imply that you ask for, | 
larger portion of the tax received from capital gains and increase yoy | 
kingdom to the extent that you could if you had all that money to work 
on. Thank you, Mr. Chairman. 

Mr. Mack. Mr. Curtin. 

Mr. Curtin. Thank you, Mr. Chairman. 

Mr. Commissioner, do you know how much your Commission took | 
in in the form of fees during fiscal 1959? I mean in addition to this 
$2 million you speak of in your statement. I assume there were add. 
tional fees coming in. 

Mr. Orrick. The $2,700,000 represents total fees taken in. 

Mr. Curtin. From all sources? 

Mr. Orrick. Yes, sir. 

Mr. Currin. You say it cost about $8-million-plus to operate? 

Mr. Orrick. $8.1 million. 

Mr. Curtin. That is all, Mr. Chairman. 

Mr. Mack. Are there further questions ? 

Mr. Hempui.y. One question. 

Mr. Mack. Mr. Hemphill. 

Mr. Hemenity. Just from curiosity, from an administrative stand. | 
point in administering this aspect of your activities, the collection of 
the tax, do you do as Internal Revenue does and just spot check unleg | 
you have some information? Is that the way you do it? 


Mr. Orrick. Yes. ) 


As far as the collection of the fees is concerned, under the existing 
legislation, the fee is paid by the members of the securities exchanges 
directly to the exchanges, w ho thereupon transmit it to the Securities 
and Exe hange Commission prior to the 15th day of March every year 
and we, in turn, pass the lump-sum check over to the Treasurer of 
the United States. 

If the present bill were enacted, the registered broker-dealers who 
are not members of the exchanges would have the obligation to com- 
pute the volume of their transactions which are subject to the fee and 
submit a check representing the aggregate dollar volume of their 


transactions to the Commission, which we in turn would transfer to | 


the Treasury. We would then have to spot check the brokers and 
dealers to ascertain whether they had accurately and fully accounted 
for the fees that were due from them. We would do that in our row 
tine inspections of the broker-dealers. 

Mr. Hempuiuyi. Thank you, Mr. Chairman. Thank you, Mr. Com- 
missioner. 

Mr. Mack. Presently how do you check on members of the ex- 
change? 

Mr. Orrick. The exchanges provide a monthly statement of the vol- 
ume of their transactions to the Commission. The Commission does 
not do anything more than verify the arithmetic of those reports that 
are filed. We have not inspected the exchange members specifically 
and solely for the purpose of ascertaining whether they are complying 


with the provisions of section 31. We have relied on the exchanges to | 


a great extent, sir. 
Mr. Mack. Are they not on the honor system ? 
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Mr. Orrick. They are on the honor system. 

Mr. Mack. Are there any procedures for the Treasury to check 
to see that the proper amount had been paid ? 

Mr. Orrick. That is correct, sir, other than to compute what the 
total volume of trading on the exchange was and then computing the 
fee on the basis of the total volume of trading recorded. 

We are confident those figures are accurate. 

Mr. Mack. In other words, they have not only been on the honor 
system, but they have been honorable. 

Mr. Orrick. Yes, sir; we have no reason to believe they have not 
been. os 

Mr. Mack. I asked principally for the procedure of investigation, 
if you would have the authority, the Securities and Exchange Com- 
mission, if there was an indication that the proper amount was not 
being received by the Treasury. 

Mr. Orrick. Yes, sir. 

Your present bill, H.R. 6294, provides that reports prescribed by 
the Commission will be kept. Under the existing statute, under 17 (a) 
of the Securities and Exchange Act, the Commission has the author- 
ity and power to require books, records, and accounts to be kept in 
such form as it will designate. 

In addition, under that section 21(a) we have the power of investi- 
gation and inspection. So there would be no question as to our power 
to obtain the information and then ascertain whether it was correct. 

Mr. Mack. In the case of the broker-dealers, it is going to be a 
more difficult problem for you ? 

Mr. Orrick. Yes, it would be, for the sole reason that we only have 
14 national securities exchanges we have to check on now as to volume 
of transactions and computing the impact of the fee on those transac- 
tions, whereas, with respect to the over-the-counter broker-dealers 
there may be some 3,200. 

Mr. Mack. Certainly, you will incur some costs in investigating to 
make certain that these people are. completely honest. Have you 
estimated any costs for administering this program ? 

Mr. Orrick. Yes, we have, sir. The costs we anticipate to ad- 
minister the program would be nominal, in the range of $20,000 addi- 
tional appropriation to our budget, which would represent some 
additional clerical help in our Washington office to collect and file 
and transfer the checks that would be received. 

The checking of the broker-dealers in the field will impose an addi- 
tional burden on our inspectors, but that would take place in the 
ordinary course of an inspection of the broker-dealers. 

Mr. Mack. Are there penal or criminal provisions? 

Mr. Orrick. Willful violations of any provisions of the act are 
subject to very severe penalties. 

Mr. Mack. Without going into great detail on the subject, I am 
sure you have analyzed the problem, and I wonder if it is necessary to 
strengthen any of these provisions to cover this. 

Mr, Orrick. The penal provisions, sir ? 

Mr. Mack. Yes. 

Mr. Orrick. No, I do not think the penal provisions would have 
to be amended. 








12 BROKER-DEALER LICENSE FEES 


Mr. Mack. In the case of the broker-dealers, how do you intend jy 
supervise them if this is enacted into law? Do you intend to hang, 
that on an individual basis, each broker-dealer ? 

Mr, Orrick. Yes, sir. 

The details of this have not been worked out, but each year 4 
broker-dealer. registered with the Commission is required to file , 
financial statement of his condition as of a certain day. Probg}j 
the Commission would require that when that financial repoit } 
filed, that the check representing the fee would also be submittaj 
to the Commission. 

Mr. Mack. Does the Securities and Exchange Commission tg, 
a position on this bill? I do not see where you actually expregsaj 
yourself. 

Mr. Orrick. We think, Mr. Chairman, that this will be an equitab) 
and reasonable method of carrying out a congressional intent in for. 
mulating a broad fiscal policy of making the Commission more nearly 
self-supporting. 

Mr. Mack. That is the objective of the bill? 

Mr. Orrick. Yes, sir. 

Mr. Mack. You take no position on this? You are here this 
morning to answer any technical questions we might raise but the 
Commission itself has not expressed itself either for or against the 
proposal ? 

Mr. Orrick. Mr. Chairman, I would say that since this is a bij] 
dealing with a subject matter; namely, fiscal policy, which the Cop. 
mission itself does not administer, that our job as we see it is to pm 
vide technical comments on the bill to help out the Congress, 

Mr. Mack. I certainly appreciate your willingness to cooperate, 
but I wanted to be very certain that I understood your statement. | 
have been around here long enough to observe that sometimes state. 
ments never get to the point and I wanted to make certain that it 
was not the intention of the Commission to take the position o 
this bill I stated. 

Mr. Orrick. That is correct. 

Mr. Curtin. May I ask another question ? 

Mr. Mack. Yes. 

Mr. Curtin. Mr. Commissioner, do you not favor this legislation, 
according to your statement at the bottom of page 4? 

Mr. Orrick. We believe that the philosophy, concepts, underlying 
this legislation are sound. We think that it provides a reasonable 
and equitable solution to the fiscal or the appropriation problems of 
the Commission. But we are dealing with what we consider, and 
unquestionably is, a matter of fiscal policy of broad import of th 
Government, of the administration and of the Congress. We can 
do no more than explain what the impact of the bill will be and 
whether it will work. 


| 


Mr. Curtin. Mr. Commissioner, if this statement on the bottom | 
of page 4 and at the top of page 5 expresses the opinion of the 
Commission, it certainly is not opposed to this legislation ? 

Mr. Orrick. We do not object to this legislation at all. 

Mr. Curtin. That is all, Mr. Chairman. 

Mr. Dineen. Mr. Chairman? 

Mr. Mack. Mr. Dingell? 





M 
that 
of tl 
on @ 

M 
aske 
Con 
wor 
jn t 

M 
that 
sion 
the: 

N 
dict 

\ 
esti 
trus 


N 
qua 
qua 
to b 

h 
tral 
the 
stat 
dis¢ 
rais 

) 
fica 

N 
niq 

} 
con 
tru 
the 
anc 


in | 


tru 
tior 


$101 
can 


pat 


tha 





d to 
ndle 


ry 
i 
L 

4 


ted 


ake 
sei 


able 
for. 


tly 


this 
the 
the 


BROKER-DEALER LICENSE FEES 13 


Mr. Dincett. Mr. Commissioner, do I correctly get the impression 
that you advocate that the costs in furnishing Government services 
of this type to the Securities and Exchange Commission should be put 
on a self-sustaining basis? : E 

Mr. Orrick. I do not make fiscal policy, obviousl y. We have been 
asked to provide technical information, and if that is the policy of the 
Congress, whether this particular bill will work, we say “Yes; it w ill 
work.” Wesay that it is fair to treat the over-the-counter transactions 
in the same way that the exchange transactions are treated. , 

Mr. DineeLu. You do not come here as an advocate of the premise 
that Government services like the Securities and Exchange ( ommis- 
gion should be self-sustaining and should, in effect, pay every cent of 

sts 4 . i! 
ie Orrick. I think that is a subject matter outside of our juris- 

on. 
sir Dincety. One last question: I note here on the statement of 
estimated fees for fiscal 1960 you include an item for qualification of 
trust indentures, $1,500. That is on the last page of your statement. 

Mr. Orrick. Yes. ; 

Mr. Dincett. Would I be fair to say that that is a proper fee for 
qualification of trust indentures or should this committee look at the 
qualification of trust indentures with an eye to raising it a little more 
to help make it pay a little more of its cost ¢ 

Mr. Orrick. If you will take, Mr. Dingell, the figure for the regis- 
tration of securities under the Securities Act of 1933, together with 
the qualification of trust indentures those fees are written into the 
statute already, in different statutes, and there certainly lias been 
discussion in the committees of Congress whether those iecs should be 
raised or not, too. 

Mr. Dincetu. Could you give us a rough idea of the cost of quali- 
fications of trust indentures under the act ? 

Mr. Orrick. Again, it is impossible to apply cost accounting tech- 
niques to the functions performed by the Commission. 

Mr. Dineetu. I understand. 

Mr. Orrick. Because, in processing a trust indenture of a particular 
company, maybe that company has been in 10 times before and its 
trust indentures have not been amended and they are well known to 
the staff people and it would be a comparatively simple thing to process 
and analyze the trust indentures of such a company. 

On the other hand, there may be a company which has never been 
in before and which has filed a document which is in a terrible mess 
and part of the information we would need in order to process that 
trust indenture would have been obtained in a fraud enforcement ac- 
tion against this company sometime before. 

_What I am trying to say is this: That the functions of our Commis- 
sion in administering the various statutes are interwoven and they 
cannot become compartmentalized. 

I cannot give you a specific figure on how much it costs to process a 
particular indenture. 

Mr. Dineeti. Thank you very much, Mr. Chairman. 

Mr. Mack. I note that the General Counsel of the Treasury said 
that the proposed legislation is not a primary interest of this De- 
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partment. The Department has no comment to make as to its genera] 
merits. an 

The Executive Office of the President, and that entire report wil Com! 
appear in the record, but in part it says: the b 


J 

* * * T am authorized to advise you that the enactment of the legislation i 
to increase the fees and charges of the Securities Exchange Commission Would os 

be in accord with the program of the President. OG 

Mi 


I want to ask this: At the present time the procedure is for the oy. rre 
changes to make payment to the Securities and Exchange Commiggion) ve 
Mr. Orrick. Yes, sir. : 


Mr. Mack. When are these payments made? deal 
Mr. Orrick. Before March 15, following the end of the calendg ee 
rear’. 
Mr. Macx. Is it not a fact that the exchanges pass on this fee to the - 
purchasing public? it 
Mr. Orrick. Yes, sir. f ve 
Mr. Mack. They also pass it on to the purchasers ? “Th 
Mr. Orrick. The purchaser ultimately pays the nominal fee, th 
' . . ae at 
Mr. Mack. Under present procedure, they collect this fee for a year M 
and 3 months before they pay it ? ; M 
Mr. Orrick. Yes. tart 
Mr. Mack. A portion of it ? este 
Mr. Orrick. A report is due under the statute on or before the 15th M 
day of March. $9 
Mr. Mack. Do you not think it would be advisable, or do youhaw| * 
an opinion, as to whether or not it would be advisable to have thisfe gusts 
paid twice a year? self. 
Mr. Orrick. I have no opinion on that, sir. M 
Mr. Mack. It could be paid, of course, presumably on an estimated total] 
return ? M 
Mr. Orrick. Yes. the 
Mr. Mack. Semiannually rather than annually ? sel f- 
Mr. Orrick. Yes. L. 
Mr. Mack. I wanted to ask one further question about the over! — ghoy 
the-counter transactions because it does not seem quite clear as to how M 
the Commission plans to handle these matters. M 
In other words, you would intend to collect these fees from broker. Gre 
dealers 3 months following the close of the calendar year and youil- we y 
tend to do it on an individual basis ? that 


Mr. Orrick. The actual mechanics of how it will be collected have pot 
not been worked out in detail. I suggested one possible way of doing have 
it which would be the attaching of the check to the certified finanelal —_ to e¢ 
report, statement, that is required to be filed by a registered broke The; 
dealer annually. Those reports are not all due at the same time. They may 
are due as of a certain date during the year, depending on when they —_ yt; 
started up business or any date they want to select, whatever fiscal | Ww 
year they have. These checks would, under such a system, not ibe | New 
coming in to the Commission all at one time but presumably coull| —Bthe 
be aggregated or transferred to the General Treasury at. periodici- 
tervals. Perhaps that would be the way it would.be handled. 

Mr. Mack. Your investigation could: be made-in the course of nor 
mal, routine inspection of the broker-dealers ;:is that correct? (4! 

Mr. Orrick. Yes, sir. 
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Mr. Mack. In previous testimony I think the Chairman of the 
Commission indicated how often they have an opportunity to check 
the broker-dealers. 

Would you happen to know ? 

Mr. Orrick. We are on a once-every-3-year cycle at the present 


ime. : : 
Mr. Mack. Once every 3 years you check each broker-dealer; is that 


correct ? ; : 

Mr. Orrick. Yes, that is the average. There are some broker- 
dealers who are inspected frequently at periodic intervals because we 
have some particular reason to do it. Other broker-dealers, such as 
members of the New York Stock Exchange and some of the other 
exchanges, have inspection programs of their own and we do not in- 
spect them on a regular basis. : 

Mr. Mack. One final question and this has to do with the estimated 
fees for fiscal 1960. se jie 

This indicates that your fees totaled $2.7 million and you stated 
that your expenditure was something over $8 million; is that correct ? 

Mr. Orrick. $8.1 million; yes, sir. 

Mr. Mack. Under this proposal you will bring in an estimated re- 
turn of $6.4 million and your estimated expenditure, I presume, would 
exceed $8.5 million ? ; 

Mr. Orrick. Yes, and might go a good deal higher; might go over 
$9 million. ; ae 

Mr. Mace. This would be a step in the direction of making it self- 
sustaining, but it certainly would not make your Commission 
self-sustaining ? 

Mr. Orrick. That is correct. There would still be a gap between 
total appropriations and total receipts from fees. 

Mr. Mack. It appears to me that, if it is right to approach making 
the SEC self-sustaining, then it would be appropriate to make it fully 
self-sustaining ? 

I can see no reason why the Securities and Exchange Commission 
should not be fully self-sustaining. 

Mr. Orrick. Thank you, sir. 

Mr. Mack. Thank you. 

Gentlemen, we have quite an extensive list of witnesses today and 
we will proceed in the best possible manner. However, I am afraid 
that the one day we have set aside for this hearing at this time will 
not be adequate to hear all of the witnesses. This committee does 
have a full schedule for the balance of the week, but if we are unable 
to complete our hearings today we will have to schedule another day. 
Therefore any of the witnesses who desire to file statements certainly 
may doso, It is not the Chair’s intention to limit the time of anyone 
but we would like to finish today. 

We now have Mr. Edward C. Gray, executive vice president of the 
New York Stock Exchange accompanied by Mr. Edward D. 


Etherington. 
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STATEMENT OF EDWARD C. GRAY, EXECUTIVE VICE PRESIDy, First 
NEW YORK STOCK EXCHANGE; ACCOMPANIED BY EDwyy} they, 
ETHERINGTON, VICE PRESIDENT OF THE EXCHANGE, gp) SECS 


SAMUEL L. ROSENBERRY OF MILBANK, TWEED, HOPE & Happ {° *\ 


t 
COUNSEL TO NEW YORK STOCK EXCHANGE 7 of 
Mr. Gray. Mr. Chairman, I also have with me Mr. Samuel | — 


Rosenberry of Milbank, Tweed, Hope & Hadley. hus | 
Mr. name is Edward C. Gray and I live in Westfield, N.J. Thue 


Mr. Mack. I would like to have the record reflect who is acegp, — 
panying you. | Thi 
_ Mr. Gray. As I said, Mr. Chairman, Mr. Etherington, a vice pres ae 
ident of the exchange and Samual L. Rosenberry of Milbank, Tyyeg. Po? S 
Hope & Hadley. a a a 

Mr. Mack. I wanted our record to be perfectly clear. aw 

Mr. Gray. G. Keith Funston, president of the exchange, has asky om f 
me to express his regret that he could not be present to express th a se 
views of the exchange on H.R. 6294 because of a prior commitmey ts 
in Kansas City. ; ne 

Section 31 of the Securities Exchange Act of 1934 imposes on 1. Wit 


tional securities exchanges an annual registration fee of one fiy. feel tl 
. c | 
hundredths of 1 percent on the aggregate dollar amount of saleso} ~The 


securities on such exchanges. This fee amounts to 2 cents per $1,00i} 959,40 
The amendment proposed in H.R. 6294 would increase the fee by iil chang 
percent to 5 cents per $1,000. It would also impose a new fee att this ment 
increased rate on registered broker-dealers based on the dollar amouy chang 
of their over-the-counter sales. willie 

There is considerable merit to the argument that those who derive! (inde 
special benefits from the services of an administrative agency shouli| comm 


pay for those benefits. The exchange has followed with interest tl! tives 
steps taken in recent years to establish such a long-term policy (tith) ~ ya 
V of the Independent Offices Appropriations Act of 1952 (Publi) 4» ys 
Law 137, 82d Cong.); Bureau of the Budget Circular A-28, date) Sooy) 
January 23, 1954; and documents relating thereto included in§| Th 
Rept. 1467, “Fees for Government Services,” report to the Senat! ¢ my 
Committee on Government Operations, pp. 228-240). in80 
We would not oppose a measure to carry it out in a fair and cor Jf wi 
sistent manner. But the proposed amendment does not do this. It |get f 
places a major portion of the cost of operating the SEC on broker} g}. 
dealers and a limited number of securities exchanges which are al: 
ready spending substantial amounts of their own funds to relieve the 
SEC of onerous regulatory burdens. i 
The real beneficiaries of the SEC’s regulatory activities are tht): 
general public—not the securities exchanges. We will show thi, foms 
exchanges already pay fees which far exceed the value of any specifi} gia 





Qualifi 
services rendered them by the SEC. | Other 
Since the fees already imposed on exchanges cannot be justified i 
terms of services rendered, it is our position that Congress shouli 
consider lowering the fee instead of raising it. Before citing somed 
our specific reasons for this position, let me make three brief com) 
ments on the nature and operation of section 31 of the changes pt | bodi 
| intl 
posed in H.R. 6294. ; m 
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First. Although section 31 regist ration fees are paid to the SEC, 
they actually go into the general fund of the Treasury. While the 
SEC's appropriation comes from the same source, the increase 1n 
fees would not in itself make new funds available to the SEC or en- 
able it to carry out its prescribed duties more effectively. The ques- 
tion of the SEC appropriation is logically and practically a separate 
matter from the registration fee. 

Second. Registration fees are based on the dollar amount of sales. 


Thus Congress has already provided for an automatic increase in 
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revenue when exchange activity increases and the need for super- 
yision may be correspondingly greater. 

Third. The registration fee is passed on to investors who already 
vay millions of dollars in Federal transfer taxes to the Treasury. 
The Stock Clearing Corp., a subsidiary of the New York Stock Ex- 
change, collected $24,670,000 in Federal transfer taxes last year. The 
amount paid by all brokerage firms is estimated at $34 million—more 
than four times the SEC’s total budget. While these transfer taxes 
are separate from the registration fee, the effect is the same. The 
Treasury already collects from investors many times the cost of the 
agency regulating the securities industry. 

With this background, I would like to tell the committee why we 
feel the increase in fees proposed in H.R. 6294 is wholly unwarranted. 

The New York Stock Exchange paid a registration fee of $907,- 
352.40 with respect to calendar 1959 sales. Fees paid by all ex- 
changes approximated $1 million. Based on 1959 volume, the amend- 
ment would increase our fee to $2,268,000 and the fees paid by all ex- 
changes to about $2,250,000. The SEC estimates an additional $1 
million would be derived from the new fee on over-the-counter sales 
(independent offices appropriations for 1961, hearings before the sub- 
committee of the Committee on Appropriations, House of Representa- 
tives, 86th Cong., 2d sess., p. 361). 

May I say there parenthetically that these figures were available 
to us and they have now been increased in today’s meeting by the 
Securities and Exchange Commission estimate. 

Thus, fees collected under section 31 alone would jump from about 
$1 million to some $3,500,000 if this bill were enacted. An increase 
inso large a scale should not be approved without ample justification. 
It would bring SEC fees—including the $1,795,000 it expects to col- 
lect from other sources—to a total of $5,295,000. 

Statement of actual 1959 fees and estimated 1960 and 1961 fees: 


cc —_———————————————— EE" 





Character of fees Fiseal 1959 Fiscal 1960 Fiscal 1961 
| 

Registration of securities under the Securities Act of 1933_. $1, 581, 016 $1, 766, 300 $1, 866, 300 

From stock exchanges under sec. 31 of the Securities and Ex- 
change Act, teats Ea i SE a 800, 137 805, 000 805, 000 
Qualification of trust indentures......-.-...-.-.--.------.--- 1, 100 1, 500 1, 500 
Sale of photo duplications.___._..__________ . ae 25, 319 27, 000 27, 000 
MIELE Leet ess Sods ie bo cde a vedacoae eset 134 | 200 200 
RIS SIs ci po Eo oe! og a 2, 407, 706 | 2, 600, 000 | 2, 700, 000 





Congress has not generally placed the cost of Federal regulatory 
bodies on the industries under their jurisdiction. The SEC is unique 
m the extent to which its costs are offset by the fees it collects. In 
1959, 31 percent of the SEC’s $7.7 million budget was offset by fees 
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collected from the securities industry. The proposed amendmen, 
would raise this figure to 65 percent of its 1960 budget of $8.1 milligy 
These fees do not take into account the $34 million in Federal trang 
fer taxes mentioned earlier. By comparison, no charge is made fo 
the issuance of Federal Communications Commission and Interstat, 
Commerce Commission regulatory licenses, even though these licenge 
confer very substantial economic benefits on their recipients (Bureay 
of the Budget Bulletin No. 58-3 dated Nov. 13, 1957). 

The only agency approaching the SEC in this area is the Feder] 
Power Commission, which collects roughly 25 percent of its $6 to g7 
million budget in fees. But FPC fees are largely derived from th 
licensing of hydroelectric power facilities on jurisdictional waters of 
the United States, a matter involving special considerations not present 
in the case of SEC fees. 

The plain fact is that H.R. 6294 would single out the securities jp. 
dustry for a drastic fee increase when it already bears a far large 
portion of the cost of Federal administration than any other industry, 

The general administration of the Securities Exchange Act of 1934. 
including supervision of securities exchanges, represents only a part 
of the SEC’s overall responsibilities. It also wustaieel the Secu. 
rities Act of 1933, the Trust Indenture Act of 1939, the Investment 
Advisers Act, the Public Utility Holding Company Act, and the In. 
vestment Company Act. In addition, the Commission advises the 
courts in bankruptcy proceedings under chapter 10 of the Bankruptey 
Act, comments on legislation, compiles business statistics, and en- 
gages in other activities unrelated to securities exchanges as such, 


The only breakdown of the Commission’s budget showing its ex. | 
penses according to function that we know of appears in the record | 
of the hearings before the House Appropriation Subcommittee last | 


January (the hearings before the subcommittee of the Committee 


on Appropriations, House of Representatives, 86th Cong., 2d sess, | 


pt. I, pp. 272, 312-313). 

The SEC divided its activities into nine categories, including “Su- 
pervision and regulation of securities markets.” The cost of this 
activity in fiscal year 1959 was stated at $209,264. The costs in fiscal 
years 1960 and 1961 were estimated at $210,600 and $229,500, re- 
spectively. Thus fees collected for 1959 sales on the New York Stock 
“xchange alone were more than four times the cost of supervising and 
regulating all securities markets. They also exceeded the $754,063 
spent by the Division of Trading and Exchanges, which has respon- 
sibility for regulating the securities exchanges, among a number of 
other duties not related to the exchanges. 

The Securities Exchange Act states that regulation and control are 
necessary to— 
protect interstate commerce, the national credit, the Federal taxing power, to 


protect and make more effective the national banking system and Federal Re 
serve Systems, and to insure the maintenance of fair and honest markets * * *. 


We think it is clear from this statement that Federal regulation of the 


securities industry is designed to benefit the general public and that | 


the cost of administration is a proper charge on the general revenue. 
To place some 65 percent of this burden on the regulated industry 


would be an unprecedented and illogical application of the fee concept, 
namely, the imposition of charges for specific services rendered. 
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In the past, the SEC has suggested that fees may legitimately be 
imposed on securities exchanges without regard to special benefits re- 
ceived, on the theory that this is a convenient way of passing on to in- 
yestors the costs of issuing licenses under all laws it administers. A 
former Chairman of the Commission argued, in a letter to the Director 
of the Bureau of the Budget, that an increase in the rate of the section 
31 fee would pass SEC costs on to “investors as a class” (letter from 
Ralph H. Demmler, Chairman, SEC, to Joseph M. Dodge, Director, 
Bureau of the Budget, dated January 6, 1954, re fees for licensing ac- 
tivities under Bureau of Budget Circular A-25, reprinted in S. Rept. 
No. 1467, “Fees for Government Services,” report of the Senate Com- 
mittee on Government Operations, 84th Cong., 2d sess., pp. 237-239). 

He said the increase— 
would recoup what might be designated as licensing costs not only under (the 
1934) act, but also to a large extent would provide the additional income required 
to cover the licensing costs under the other acts administered by the Com- 


mission * * *. 

This proposition is patently inconsistent with the concept of charges 
for specific services rendered. Highlighting the inequity, the same let- 
ter placed the costs of the Commission’s licensing activity under the 
1934 act at $498,355, out of total licensing expenses under all six acts 
administered by the Commission of $1,828,366. 

The SEC relies on the New York Stock Exchange to supervise its 
own members, and the Commission’s budget reflects the economies 
made possible by this self-regulation. Of 4,907 broker-dealers regis- 
tered in 1959, 775 were not included in the SEC’s broker-dealer inspec- 
tion program because they were, as the SEC points out, “adequately 
inspected by the securities exchanges” (hearings before the subcom- 
mittee of the Committee on Appropriations, House of Representatives, 
36th Cong., 2d sess., pt. I, p. 353). 

This self-regulation workload is costly. For example, the New York 
Stock Exchange spent about $303,000 in 1959 on its member-firm ex- 
amination program, which includes comprehensive annual financial 
examinations and the analysis of periodic questionnaires relating to 
financial and other requirements considerably more exacting than 
those of the SEC itself. We spent an additional $441,000 on such 
purely regulatory activities as stringent membership and employee 
qualification requirements, including screening and examination; the 
enforcement of specialist and floor trading rules; and our constant 
scrutiny of member firm activities and the market itself. Thus, H.R. 
6294, would more than double our fees despite the fact that our self- 
regulation relieves the SEC of burdens it might otherwise have under 
the 1934 act. 

In summary, let me emphasize these points: 

(1) The SEC is already collecting a greater share of its costs from 
the regulated industry—and ultimately from the investing publice— 
than any other administrative agency. The increased fees would 
make the inequity even more glaring. 

(2) The New York Stock Exchange’s registration fee alone is more 
than the Commission spends on the supervision and regulation of all 
securities markets, including the ever-the-counter market. 

(3) The proposed amendment would allocate a disproportionate 
share of the Commission’s total expenses to a regulatory function 
assumed to a large extent by exchanges themselves. 
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In the light of these facts, we do not believe that any increase jp 
section 31 fees is justified. Certainly an increase of 150 percent would 
be unwarranted. We do not think ‘that Congress intended section 3) 
to be used as a vehicle for raising general revenue. If a fair relation. 
ship between the fee and the service rendered is not the criterion, 
there would be no logical limit to the amount of revenue that could 
be raised through section 31. We believe fairness should be the 
criterion, and that by such a test the increase in the fee is not justified 
and should not be approved. 

Mr. Mack. Thank you, Mr. Gray. 

Mr. Dingell ? 

Mr. Dincetx. I was very much interested in your statement and] 
want to compliment you on a very thoughtful and careful job, 

May I ask you about your position with regard to fees other than 
those to be collected from the exchanges; for example, the New York 
Exchange? Do you have any strong - feelings with regard to the fees 
that are assessed against the purchaser of stocks? Do You oppose an 
increase in the fee for a stock purchaser or do you consider it im- 
proper in view of your testimony today? In other words, your re- 
marks have been directed to the charges against the exchange. Do 
you have a commensurate feeling with regard to fees against the 
purchaser of stock ? 

Mr. Gray. The fee is now paid by the seller of the stock similar 
to stock transfer taxes. If you are suggesting that in addition to the 
fee on the sale side, there should be a fee on the purchaser side— 

Mr. Dincetu. I am not suggesting. I am merely asking the ques- 
tion. In other words, the Securities and E xchange Commission this 
morning took the position that this is properly a charge here and 
they say the fee is one five-hundredths of 1 percent which is equiva- 
lent to 2 cents per $1,000 of sales. In practice, the fee is passed on by 
brokers to their customers and appears as a charge on the confirma- 
tion of sale. 

Under H.R. 6294, this fee would be increased one two-hundredths 
of 1 percent, which amounts to 5 cents per $1,000 of sales. 

I was reading from the statement of the Securities and Exchange 
Commission and is it your feeling that this would be improper? In 
addition to being improper, could they assess this additional charge 
against the exchanges ? 

Mr. Gray. I think our position is, Mr. Dingell, that the fee as it 
is now charged brings in a revenue in excess of the costs of the Secu- 
rities and E xchange | Commission operating in its regulatory function 
so far as the exchanges are concerned. 

Mr. Drxceu. Let me then ask you, what do you think of the over- 
the-counter exchanges? Do you oppose bringing the over-the-counter 
sales in under this particular fee system ? 

Mr. Gray. The exchange has consistently taken the position before 
congressional committees that it is in favor of equal treatment whether 
a security is listed on the exchange or is traded unlisted over the 
counter. 

Mr. Dincet,. Then you would not oppose the portion of the bill 
Mawr brings over-the-counter exchanges in under the fee system 
rere 
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Mr. Gray. It certainly would be equal treatment but in saying that, 
I would want to qualify it. If it were to be placed on the over-the- 
counter transactions at the same time, it would seem that the charge 
should be reduced in order that the revenue received from both the 
over-the-counter transactions and exchange transactions would ap- 
roximate the cost of the Commission’s regulatory functions over the 

ket. 
"3 Drngevt. No further questions. 

Thank you. 

Mr. Mack. If I understood you correctly, your thought on the 
matter is that if we assessed this one-two hundredths or even the 
same rate, one-five hundredths of 1 percent on the over-the-counter 
sales, then we can reduce the amount you contribute ? 

Mr. Gray. We are taking the position that even at the present rate 
of 2 cents, solely on exchange transactions, the Treasury is getting 
more than it costs the Commission to regulate the exchanges. 

Mr. Mack. If the broker-dealers were brought in under this, in- 
dividual broker-dealers, then we ought to reduce the amount? 

Mr. Gray. That is correct. 

Mr. Mack. Mr. Glenn? 

Mr. Guenn. No questions. 

Mr. Mack. Mr. Hemphill? 

Mr. Hempuiti. I want to congratulate you on not using the word 
“discrimination” which has been overworked here on the Hill. I also 
want to thank you for the clarity of your testimony. 

I believe you made the statement that no other Department or 
regulatory agency of the Government uses a cost ascertainment meth- 
od—or did I misunderstand—in assessing its fees. The Post Office 
Department for years has had a cost ascertainment program annually 
on which they have based their requests for a raise in postal rates. 
At the present time, the American businessman using first-class letters 
is paying 130 percent of the cost of that letter even by the Post Office 
Department’s own figures. Yet, certain publications are being al- 
lowed to go through the mails at 20 percent of their cost. 

I notice that the political attitudes of those publications have been 
in keeping with the favors they have received. However, what con- 
cerns me seriously is the fact that the Commissioner made a statement, 
just prior to your going on the stand, that the Commission is set up 
to protect the American public. 

I do not believe they come out and say they are in favor of this legis- 
lation, but their theory was that they would be attacking this job and 
doing a job for the American public. The American public is doing 
the paying and it is difficult for us to get around that particular theory 
because actually while I suppose that from the Securities and Ex- 
change Commission there is protection for the Nation as a whole, I 
have never seen its policy or authority extended to the place where it 
really had any marked effect on our fiscal policy. Certainly, I can 
see where it had shored up our fiscal soundness, or its effect on the Gov- 
ernment. Actually, the Securities and Exchange Commission really 
is designed for the particular industry and those who participate in 
it; would you agree with that, rather than the protection of the Ameri- 
can public as a whole? 


58618—60——4 
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Mr. Gray. I think it is for the protection of the American public 
as a whole and the American economy as an end result. 

Mr. Hempniw. Tam glad to hear yousay that. When the Securitigg 
and Exchange Commission Act was proposed it was thought at certain 
levels as being a thing which would ruin the stock market and the 
financial transactions of the Nation. I now hear a distinguished yp. 
spected member of the exchange say that it is for the protection of 
the American public and I want to congratulate you, sir. I share that 
view. 

I do not play the market. I do not have enough know-how or mone 
but for those who do, I am glad they have the protection and I think 
you people are doing a great job. I have been impressed with the 
job you are doing, from my limited knowledge as one citizen and one 
Congressman. 

Thank you for your testimony. 

Mr. Gray. Thank you, sir. 

Mr. Mack. Mr. Keith? 

Mr. Kerru. No questions. 

Mr. Mack. Mr. Curtin? 

Mr. Curtin. No questions. 

Mr. Mack. I have only a couple of short questions. 

I agree with the statement made by my distinguished colleague in 
all respects, but I did want to make an inquiry as to page 2 of your 
statement. 

On line 11, page 2, you refer to the general public. 

Mr. Gray. That is right. 

Mr. Mack. In this reference to the general public, you are referring 
to those who purchase securities; is that correct ? 


Mr. Gray. No, sir; I am envisioning the entire public which in- 


cludes the investors. 

Mr. Mack. You cover the entire area referred to? 

Mr. Gray. That is right. 

Mr. Mack. Could you elaborate a little more on your interpretation 
of the meaning of general public as used in your statement? Are you 
speaking of the effect of the transactions on the economy generally! 

Mr. Gray. Mr. Chairman, I think my best answer to that would be 
to go to the Securities Exchange Act and the purposes for which it 
was enacted, which I have mentioned— 

* * * protect interstate commerce, the national credit, the Federal taxing power, 
to protect and make more effective the national banking system and the Federal 
Reserve System, and to insure the maintenance of fair and honest markets * * *. 

Mr. Mack. I understand that, but you mentioned that in a separate 
statement and it is in very general terms. So, the investors are only 
a small portion of the general public as you referred to them? 

Mr. Gray. That is right. The general public is everyone of the 
175 or 180 million people in the United States. 

Mr. Mack. I know many people do refer to the general public 
in terms of securities meaning investors, people who buy and sell. 

Mr. Gray. In this context, I mean everyone. 

Mr, Mack. Of course, the Securities and Exchange Commission 
has provided considerable protection in recent years for the purchaser 
of stocks and bonds. 

Mr. Gray. I would say that that is correct, sir. 
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Mr. Mack. I would like also to refer to the cost of the Federal 

regulatory bodies again. I think you are correct that Congress has 
not required the individual regulatory agency to be self-sufficient and 
to raise revenues sufficient to perform its services. 
Mr. Gray. Of course, in our industry you could say that the 
regulatory agency 1s amply covered so far as its appropriations are 
concerned through one source alone; the $34 million in stock trans- 
fer taxes that are paid to the Treasury. : 

Mr. Mack. We are not including the Federal transfer tax at all 
in this proposal. However, I notice you have referred to the Fed- 
eral transfer taxes and I do not think any of us consider that as 
funds to support the regulatory agencies. 

Mr. Gray. To us, it is coming out of the investors’ pocket and thus 

avs for the service he is getting. 

Mr, Mack. You mentioned that in your statement and I would 
like to have that fact clarified. 

Do you feel that it is directly for the purpose of reimbursing the 
Government for the operation of the Securities and Exchange 
Commission ? 

Mr. Gray. Not specifically so, sir, but it certainly is a fee which 
the investor pays on the sale of stocks and securities. 

Mr. Mack. But I have never heard that before. 

Mr. Gray. I thought I had mentioned the amount they paid. I 
am sorry if I did not. 

Mr. Mack. I see that on page 3 of your statement you mentioned 
the Federal transfer taxes to the Treasury. In fact, you say— 
while these transfer taxes are separate from the registration fee, the effect is 
the same * * *. 

Mr. Gray. That is right. 

Mr. Mack. What you are trying to accomplish there is to say that 
this is to support the Securities and Exchange Commission; is that 
correct ¢ 

Mr. Gray. It certainly is used for that purpose. 

Mr. Mack. I am not trying to put words in your mouth. I only 
want the record to be clear. 

Mr. Gray. It is certainly a tax on the investor when he sells 
securities similar to registration fee. He is, in effect, paying two 
sales taxes. 

Mr. Mack. In this case you feel that the Federal transfer taxes 
are to support the cost of operating the Securities and Exchange 
Commission ¢ 

Mr. Gray. Should be considered as, in effect, helping to support 
the Securities and Exchange Commission. 

Mr. Mack. Then it would seem to me you ought to be advocating 
instead of lowering the fee, the elimination of the fee. You are now 
getting some three times what the appropriation is for the Securities 
and Exchange Commission. 

Mr. Gray. I think we could well do that, but we have not at this 
particular juncture. We are suggesting purely a decrease in the fee 
if it is broadened. 

Mr. Hempninyi. Would you yield to me? 

Mr. Mack. I would be glad to. I do not think I had a satisfactory 
reply, but I certainly will yield. 
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Mr. Hempuiy. Are all of these passed on to the investor ? 
Mr. Gray. Yes, sir. 


Ther 


Mr. Hemruity. Every fee is passed on to the man buying or sellin We tt 


the stocks through the local broker ? Tee 


ae 
Mr. Gray. On the sale side only, sir. er 
Mr. Hemruity. On the man buying ? = 1 
Mr. Gray. On the man selling. ve 
Mr. Hemrpui. Selling? elimmn 
Mr. Gray. That is right. 1 a 
Mr. Hempums.. Any man selling stocks through his local broke = 

pays an infinitesimal proportionate part of all of the fees which You} chs a“ 

have listed here ? _ 
Mr. Gray. Plus the transfer tax. — 
Mr. Hempuiu. Plus the transfer tax? oe 
Mr. Gray. Yes. a! 
Mr. Hempuiny. Thank you, Mr. Chairman. ie . 
Mr. Mack. I have never considered the Federal transfer tax in any in the 


way reimbursing the Government for the Securities and Exchang altho 
function. I certainly am being enlightened this morning if that isth| ‘ Mr 
purpose of the Federal transfer tax. te 
1 ws : to lea 

Mr. Gray. The transfer tax is paid to the Treasury into the gener’ Mr 
fund similar to the registration fee, sir. The apeseprieiiady of th, = Mr 
Securities and Exchange Commission come out of the general fund of altho 
the Treasury. We 
Mr. Mack. Do not the same people pay income tax and corporation | Mr 
taxes and personal taxes? That 1s, the people we are referring to!| yy 
Mr. Gray. That is right. This is specifically aimed at stock tran} yy 
actions and registration fees. ! h 
5 ; sida i vo 

Mr. Mack. And the others are aimed at individuals or corporations} yyy; 
who could be dealing in stocks ? 


Mr. Gray. They might be, but many of them do not. ad 
Mr. Mack. As I say, that is something completely new to me I) than 
have not made a special study of the Federal transfer tax, but thatis| gran 
news to me. M 
You say Congress has not generally placed the cost of Federal regu} 4, 
latory bodies on the industries under their jurisdiction. Would yo! — () 
see any objection if Congress did place more of the burden on thein-} 
dustry being regulated ? | M 
Mr. Gray. I personally do not see that, sir, as a principle. M 
Mr. Mack. I realize it might be a little unfair to bring in other) gjat; 


regulatory agencies, but you did mention that. It is true with the 
exception of the Federal Power Commission. I think there is con-| gpg’ 
siderable sentiment today to place at least a portion of the burden qT) 
the industry being regulated. I would like to point out today that 
the fact it does not apply in other regulatory agencies is not aly | 
assurance that. it will not apply to the other agencies in the futun| 
Mr. Gray. That is right. 
Mr. Mack. If I might refer to the statement you make on pagel, gto, 
you state— secu 
regulation and control are necessary to protect interstate commerce, the 0 | I 
tional credit, the Federal taxing power, to protect and make more effective the | Go, 


national banking system and Federal Reserve System, and to insure the mainte | ian 
nance of fair and honest markets. 
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Then you continue on: 
hink it is clear from this statement that Federal regulation of the se- 

Oe industry is designed to benefit the general public and that the cost of 
iiministration isa proper charge on the general revenue. 

Then if we move to the other extreme it seems to me you not only 
would favor eliminating this fee, but then you would also favor 
eliminating the Federal transfer tax. ; ; 

[ would like to handle them separately. You would want to elim- 
inate this fee, since you are protecting the public. 

Mr. Gray. I think we are advocating the theory that fees should be 
charged for the benefit specifically rendered to a particular person. 

Mr. Mack. I didn’t understand that. ; I thought you said this was a 
proper charge on the general revenue. That would mean all revenues 
from general tax so there should be no fees at all. 

Mr. Gray. I think if the 1934 act were up for consideration at this 
time we would so advocate, but this particular fee section has been 
in the act since 1934 and we are not suggesting that it be eliminated, 
although in theory it well could be. 

Mr. Mack. Your recommendation this morning, then, Mr. Gray, is 
to leave it as it is? 

Mr. Gray. Or to decrease it. 

Mr. Mack. You did not make a very strong request to decrease it, 
although it was mentioned. a 

Would you be opposed to the elimination of this? 

Mr. Gray. Eliminating the fee / 

Mr. Mack. Yes. 

Mr. Gray. No, sir. 

Mr. Mack. You would be in favor of lowering or eliminating it? 

Mr. Gray. Lowering it. If you go on the concept of charging for 
special benefits rendered, as we have shown here, the cost to the Com- 
mission of supervising the securities markets would be much less 
than what they are getting from this charge upon the exchange 
transactions today. 

Mr. Mack. I have no further questions. 

Are there any other questions ? 

(No response. ) 

Mr. Mack. I want to thank you for your testimony this morning. 

Mr. Gray. Thank you, sir, for the opportunity. 

Mr. Mack. We have Mr. Albert Pratt, Investment Bankers Asso- 
ciation of America. 


STATEMENT OF ALBERT E. PRATT, CHAIRMAN, FEDERAL SECURI- 
TIES ACTS COMMITTEE OF THE INVESTMENT BANKERS ASSOCIA- 
TION OF AMERICA 


Mr. Prarr. My name is Albert Pratt. Iam a general partner in the 
firm of Paine, Webber, Jackson & Curtis, members of the New York 
Stock Exchange, investment bankers, and dealers in all types of 
securities. 

I am appearing here, however, as the chairman of the Federal 


Securities Act Committee of the Investment Bankers Association of 
America. 
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I do have a formal statement, but I would like very much if the 
committee is willing to have that inserted in the record at this point 
and talk extemporaneously, I can thus save the committee’s time }y 
avoiding going over ground which already has been covered. 

Mr. Mack. Without objection, your entire statement will be jp. 
cluded at this point in the record. 

(Mr. Pratt’s statement follows :) 


STATEMENT OF ALBERT PRATT, CHAIRMAN, FEDERAL SECURITIES ACTS ComMairrey, 
INVESTMENT BANKERS ASSOCIATION OF AMERICA, RE H.R. 6294, 10 AMenp Sup. 
TION 31 OF THE SECURITIES EXCHANGE ACT OF 1934 


My name is Albert Pratt. I am a partner of Paine, Webber, Jackson & Curtis 
24 Federal Street, Boston, Mass., and I am also chairman of the Federal & 
curities Acts Committee of the Investment Bankers Association of America, 

The Investment Bankers Association of America is a voluntary unincorporatej 
trade association of investment banking firms and securities dealers who unde. 
write and deal in all types of securities. Our association has over 800 member 
firms engaged in one phase or another of the securities business in the Unite 
States and Canada, including about 100 commercial banks. Our members hay. 
in addition to their main offices, over 1,700 registered branch offices. As a grow 
we thus do business in all parts of the country, and our membership includes 
securities firms of all types and sizes. 

Although my firm and I have a direct interest in the bill being considered py 
the committee, and we are opposed to it, I am appearing primarily as the chai. 
man of the Federal Securities Acts Committee of the IBA, to reflect the associa. 
tion’s opposition to this proposal. 

Present section 31 of the Securities Exchange Act of 1934, as amended, pro. 
vides that every national securities exchange shall pay to the Commission on oy | 
before March 15 of each calendar year a registration fee for the privilege of dp. 
ing business as a national securities exchange during the preceding calendar year 
or any part thereof. Such fee shall be in an amount equal to one five-hundredths 
of 1 percent (2 cents per $1,000) of the aggregate dollar amount of the sales of 
securities (other than certain U.S. Government securities) transacted on sneh 
national securities exchange during the preceding calendar year and subsequent | 
to its registration as a national securities exchange. 

H.R. 6294, which is before the subcommittee for consideration, would increaw 
the present exchange registration fee from one five-hundredths of 1 percent (2 
cents per $1,000) to one two-hundredths of 1 percent (5 cents per $1,000). 

H.R. 6294 would also add a new subsection to section 31 which would requir 
every registered broker or dealer to pay to the Commission on or before April 
15 of each calendar year a registration fee for the privilege of doing business as 
a registered broker or dealer during the preceding calendar year or any part | 
thereof. Such fee would be in an amount equal to one two-hundredths of 1 per: | 
cent (5 cents per $1,000) of the aggregate dollar amount of the price of securities 
(other than certain U.S. Government securities and certain State and municipal 
securities) sold as a broker or dealer otherwise than on a national securities er 
change during the preceding calendar year and subsequent to registration asa 
broker or dealer. 

H.R. 6294 would also require the exchanges and registered brokers and deal- 
ers to make such reports as the Commission by its rules and regulations may 
prescribe as necessary or appropriate to carry out the purpose of this section 

H.R. 6294 is identical with S. 2520, which was introduced on August 9, 195, 
in the 85th Congress, Ist session, and which was favorably reported (without | 
hearings) by the Senate Committee on Banking and Currency in Report 605 0 | 
July 11, 1957. S. 2520 was passed by the Senate, but no hearings on this matter 
were held by the House committee in the 85th Congress, and the proposal was 
not enacted into law. 

Senate Report No. 605, 85th Congress, Ist session, is, however, helpful it 
pointing up the purpose of this proposal and some of the problems which ari | 
thereunder. 

It is clear that the purpose of this proposal is to provide revenue to the 
Treasury to cover more of the costs of the SEC’s operations. Although cir | 
rent SEC fees provided by law and the additional fees proposed by this bill ar : 
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id to the SEC, they are deposited in the general fund of the Treasury and are 
not available for expenditure directly by the SEC. 

Current fees paid by the exchanges under section 31 of the Exchange Act are 

ssed on to customers of exchange members and are actually paid by them. 
Senate Report No. 605 indicates that the proposed fees to be paid by broker- 
dealers for transactions in the over-the-counter market are to be treated 
similarly. : ata , ’ 

It is important, therefore, to bear in mind throughout all these discussions that 
what we are really talking about is not a registration fee on broker-dealers for 
the privilege of doing business, but an additional transfer tax on sales on ex- 
changes and in the over-the-counter market. 

Before stating our basic reasons for opposing this proposal, we should first like 
to make several observations of a general nature about the bill and what it 
would do. 

First of all (and I am directing my attention here to the over-the-counter pro- 

1), it would obviously make for greater business expense for our members, 
even though the transfer tax would be paid by our customers. It must be 
obvious that the mere chore of computing one two-hundredths of 1 percent of 
the amount of each over-the-counter transaction, and making the necessary 
records thereof, would be bothersome and expensive; and this would of course, 
be a deductive expense item of doing business. 

We should like to point out also that the pattern of business differs greatly 
on the exchanges and in the over-the-counter market. On exchanges the normal 
operation is an agency or brokerage transaction. In the over-the-counter 
market the normal transaction is on a principal or dealers basis. For example, 
in the usual underwriting transaction, title for the securities involved passes 
from the issuer to the underwriter, then from the underwriter to a dealer partici- 
pating in the selling group, and then from such dealer to his customer. In the 
large trading or secondary part of the over-the-counter market, title to securities 
frequently passes many times among dealers before it finally comes to rest in 
the hands of an investor. This problem is recognized in Senate Report No. 
605, page 4. The Senate report points out: 

“It has been stated that administrative difficulties may be encountered in 
applying the provisions of this bill in the over-the-counter market because of 
differences that exist in the nature of such transactions as compared with 
those handled on the nationally recognized exchanges. One of these differences 
is that securities are not listed on such exchanges until they have achieved 
their primary distribution. On the other hand, this primary distribution is 
normally obtained in the over-the counter market. It is the opinion of your 
committee that for the purposes of this bill, the fee in the over-the-counter 
market should apply to a transaction which results in transfer of ownership 
of the security from one person to another person. Under this interpretation, 
no fee would be assessed against the initial transfer of the security from the 
owner to an underwriter for the purpose of further distribution. In such a 
transaction the fee would attach when the underwriter had successfully dis- 
tributed the securities to another person for his own account. Of course, if the 
underwriting agreement contains a provision whereby the underwriter retains 
for its own account securities not successfully distributed to others, the fee 
would attach to that portion of the transaction which resulted in a transfer of 
securities from the issuer to the underwriter for the underwriter’s own account. 
Likewise, if the underwriter initially distributes the security through a broker 
to the ultimate customer, the transaction would be deemed to cover the period 
from the original transfer of the security from the issuer through the time it 
is vested in the ultimate owner. Only one fee would attach to this entire 
transaction. Such an interpretation would make the application of this fee 
analogous to the nature of that assessed against nationally recognized securi- 
ties exchanges. Under this concept, the transaction covers the period of transfer 
of ownership from one owner to another owner, regardless of how many in- 
tervening dealings occur in the security involved.” 

H.R. 6294, which you are now considering, completely fails to recognize this 
problem. It imposes the so-called fee or transfer tax on each sale, and th: only 
power the Commission is granted in connection with the administration o* this 
proposal is by rule or regulation to require reports. Assuming, for current 
purposes, that some such bill is to be acted upon favorably, it should spell out 
much more clearly to which sales it is to apply and to which sales or transfers 
of ownership it is not to apply. 
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With respect to the effect of the proposal, moneywise, the Commission hag 
already submitted its estimate at the hearings before the Subcommittee of th, 
Committee on Appropriations of the House on Independent Offices Appropria. 
tions for 1961, and doubtless will already have done so to this committee, go we 
shall not go into that aspect of the proposal. 

As indicated above, our objections to this bill are more fundamental ang g0 
to its entirety. 

First of all, we subscribe to the view that special beneficiaries of seryjcgg 
rendered by governmental departments or agencies should pay for such Services 
in whole or major part, but we do not subscribe to the view that governmentally 
regulated individuals or industries should have to pay directly for such regulg. 
tion which is primarily in the general public interest. To put our view in the 
simplest of terms: we do not think that a citizen of a community who happens to 
call on a policeman or a fireman for his services in a given situation should haye 
to pay a special fee or tax therefor. We believe that most of the services of the 
SEC fall within this general category and that they should therefore be syp 
ported out of general tax revenues. 

We have already seen that the individual who is actually to pay this new 
fee—or transfer tax, as we prefer to call it—is the investor and, as a clearly 
identificable group, the investor in this country is already paying special taxes 
which cover many, many times the total annual costs of the SEC’s operations— 
the ostensible purpose of this bill. 

Take the present Federal stock transfer tax alone, and keep in mind that 
the budget estimate for fiscal 1961 covering the SEC’s total operations comes to 
some $8,900,000. There are no actual statistics on the revenue derived from 
the Federal stock transfer tax since fiscal 1952, but at that time the reveitie 
from the tax amounted to $22,577,000. We have made an estimate of the re 
venue derived from the Federal stock transfer tax for calendar 1959 from 
available figures, and come up with the figure of $31,419,700. Our method of 
making this estimate is attached as exhibit 1. Here no allowance has beep 
made for breakage, a fact Which should make this estimate on the conservative 
side. In this figure alone it can readily be seen that investors are already pay- 
ing, in the form of Federal stock transfer taxes, more than three times the cost 
of total SEC operations. 

In the final analysis, the investor, the owner of our corporations, pays the 
Federal stock issuance tax. Here again, no statistics are available on the 
stock issuance tax revenue, but we have made an estimate, based upon such 
figures as are available, and we come up with a figure of some $4,800,000, which 
investors are paying, as an identificable class, and in the form of a special tax. 

The investor is also singled out for special treatment in connection with 
income earned through the corporations which he owns. I refer to the matter 
of double taxation of corporate income. It is taxed first at the corporate rate 
and then the remainder paid to him in dividends is taxed again. Dividend 
payments in calendar 1959 are estimated by the Commerce Department at $132 
billion. The average tax rate on dividend income is estimated at about 35 to 
40 percent. Taking the lower percentage, the amount of double taxation on 
dividends would be about $4.6 billion. It should perhaps be noted just in 
passing that, when an investor sells his securities at a profit, he is subject to 
the capital gains tax, and, of course, he pays his fair share of regular income 
taxes. 

What I should like to do here today, therefore, is to speak primarily for 
the investors of this country, as distinguished from the direct interest of our 
members on this proposal. We hear much talk on all sides about the coming 
population explosion, the need for creating new jobs, the necessity for stimulat- 
ing the flow of equity capital both here and abroad; and the investor who is 
willing to risk his savings is a key factor—if not the key factor—in the solution 
of these problems if we are to continue with our present type of economy and 
avoid the obvious alternative. It seems to me, therefore, that we should do all 
we can to encourage investment and the investor, rather than add additional 
obstacles to and increase taxes on the investing process. Indeed, when one 
considers the special taxes which the investor is already paying, and the 
alleged purpose of this bill, the logical result would be for the committee to 
recommend the repeal of section 31 of the Exchange Act as it currently stands. 

Just a few other observations to complete the general picture I would like 
to paint. As the committee is well aware, we in the securities business have 
supported, since 1939, a unique experiment in cooperative regulation of the 
securities markets through the NASD. I know of no similar operation any- 
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where. As this committee, in a sense, has jurisdiction over this operation 
through the SEC and is thoroughly familiar with its background and perform- 
ance, I shall not go into detail. I would, however, like to add another figure 
to the record, the expenditures of the NASD, which are financed by its member 
proker-dealer firms, and which for the fiscal year 1959 amounted to $1,510,552. 

It should be noted also that the several States derive revenues from securities 
registration fees, dealer, and salesman registration fees, and miscellaneous secur- 
ity examination and reporting fees. These fees support the regulatory efforts 
of the so-called blue sky commissions of the several States. When 8S. 2520 was 
pefore the 85th Congress, we made a computation of these fees, showing a 
total of $2,467,558.62. We have not made a more current similar computation 
put, in view of the changes in the State laws which have been made in the 
interim, we have no doubt this total figure would be higher today. 

In light of the foregoing, we recommend that this bill before the committee 
not be reported favorably to the House and, indeed, that the committee give 
serious consideration to repealing present section 31 of the Exehange Act 
for the rensonus indicated. 

EXHIBIT 1 


Estimate of stock transfer tar, Calendar 1959 


[No actual statistics on the stock transfer tax have been available since 1952] 


Calendar 1959 value of stock transactions on all exchanges____ $51, 868, 624, 865 
Add estimated over-the-counter transactions (4% of total trans- 

actions ) . ae 

Add mutual fund share redemptions ee Ret ae Lee: 785, 627, 000 

Total - pe bee 7&8, 549, 251, 865 

Tax at 4 cents per $100____- 55 ncpcagcs semaine aiiias whcsteaks etait " ‘31, 419, 700 


‘No allowance is made for breakage, a fact which should make this estimate on the 
conservative side. 

Mr. Prarr. If I may add a personal note, Mr. Chairman, I have had 
the privilege when I was a member of the executive branch of the Gov- 
ernment of appearing before committees of both Houses. Each oc- 
currence has been a rewarding one. I am sure this will be. I think 
it is very wonderful for a citizen to come down to the Halls of Con- 
gress and find a group of men who give such obviously close atten- 
tion to the remarks which people have to make on pending legislation. 

I have with me, Mr. Chairman, two other representatives of the 
Investment Bankers Association of America. For the record they 
are Murray Hanson, Esq., the executive director and general counsel 
for the association, and Mr. Frank Morris, who is the research direc- 
tor of the association. These gentlemen will be available if you have 
questions which I am not competent to answer. 

The Investment Bankers Association of America, as the committee 
probably knows, is an association of some 800 security firms in the in- 
dustry. These firms have over 2,500 offices which are scattered all 
throughout the United States in every State of the Union except 
Alaska. 

Tam appearing, and I would like to make this clear at the outset so 
there can be no question, in opposition to H.R. 6294. 

As has been brought out by other witnesses, this bill not only pro- 
vides a 150 percent increase in the fees payable by securities dealers 
for transactions on the New York Stock Exchange, but adds new fees 
with respect to transactions in the over-the-counter market, which 
would increase the total fees payable by something on the order of 350 
to 400 percent over what is currently paid. 
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At this point, Mr. Chairman, I think it would be helpful to spend 
just a minute on describing the differences between the way business 
is done on national securities exchanges and in the over-the-counter 
inarket. 

On the national securities exchanges, securities dealers act as agents 
for their customers in either purchasing of selling securities. These 
transactions are all recorded, published, and so on. 

In the over-the-counter market there is no daily published record 
of transactions, and they break down generally into two kinds, 

First, is the distribution of new securities which already has beep 
referred to by Commissioner Orrick. This involves, let us say, q 
manufacturing company which desires to expand, consulting with ap 
investment banker, deciding on an issue of new common stock or 
other securities. The investment banker then gathers a group of 
underwriting firms similar to themselves to undertake the sale of that 
issue to the general public. 

The mechanics of that are as follows: After there has been a regis. 
{ration statement filed and effective the company sells its stock to the 
underwriters. Then customarily those underwriters turn around and 
sell a considerable portion of the stock to a so-called selling group 
of other dealers, and sometimes these dealers in turn sell to still q 
third group of dealers who in turn distribute to the general public, 
so that in the underwriting part, or in the original distribution of 
securities in the over-the-counter markets, there are sometimes three 
or four actual transfers—first from the issuer to the underwriter: 
then from the underwriter to selling group members other dealers: 
finally from the selling group members to other members of the Na- 
tional Association of Security Dealers, and finally to the general 
public. That is one branch of the over-the-counter market, 

The second branch is in the so-called secondary market for seecu- 
rities which are not listed. Substantially every bank in the United 
States which has stock outstanding has its stock traded in the over- 
the-counter market. Securities of most banks are not listed on the 
New York Stock Exchange or any other exchange. The same thing 
is true of the great insurance companies of the country, and of many, 
many large manufacturing establishments of a size and stature which 
would easily qualify them for listing on the exchange. 

In this branch of the over-the-counter market, which is the dealing 
in securities which are already outstanding and have been issued for 
many years, transactions are conducted in two different ways. 

One way is on an agency basis just like a transaction on an exchange, 
A customer of my firm will call up and say, “I would like to buy 
some stock of the National City Bank.” We will go to other dealers 
and find out where the best market is, buy the stock for the customer 
as his agent, and charge him a regular agency commission. 

However, a great volume, I think the majority of transactions, is 
conducted not on this agency basis but on what is called a principal 
basis, where my firm has in its inventory shares of stock of banks, 
insurance companies, and so on, and sells them directly as principal 
to customers. 

In connection with this type of business, very often stock will go to 
as many as a half-dozen dealers between the time it is sold by an 
siatleal cdaboser who had it and the time when it lands in the hands 
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of another private investor. This is of considerable importance in 
view of the specific provisions of the legislation which you have in 
front of you. tien: ; 

Mr. Hempuist.. In the first illustration which you gave, as the stock 
jasses from the original manufacturing company which issues the 
stock, after the stock is once issued and as it passes from the selling 
group to selling group or from distributing group to selling group 
and selling group to private investor, is that stock listed on the market 


at all times ¢ é oy 
Mr. Prarr. It is normally not listed until after that distribution has 


completed. 

ee tiake General Motors, if you will. If General Motors sells 
new stock, the stock is not listed until it actually has been issued and 
the distribution has been completed. At that point these additional 
shares are listed on the New York Stock Exchange along with the rest 
of the issuer’s stock. 

~ However, if we take the X YZ bank which is issuing additional stock, 
it never is listed. ‘The stock they have outstanding is not, nor is the 
new. : 

Mr. Hempuiti. May we assume that if it is a stock that will be 
listed under the first illustration, passing from the distributing group 
to the sales groups, and on down the line, as each group passes on to 
another group, the price usually goes up a little bit ¢ 

Mr. Prarr. No,sir. Under our securities laws, a new issue is sold at 
afixed price. Let us take an arbitrary figure of $50 a share. 

Mr. Hemenit.. Who determines that figure ¢ 

Mr. Prarr. It is determined by negotiation between the underwriter 
and the company, the principal underwriter and the company. 

If it is a security for the same class as one already issued or out- 
standing, obviously the price must bear some relationship to the exist- 
ing market in that stock. It might be just a little bit under to encour- 
age people to buy new stock, but it would be very close to the current 
market. 

Mr. Hempenuitn. Passing on to the inventory you speak of, which 
your firm would have, that is the same inventory we consider when we 
consider the 20 to 1 ratio? 

Mr. Prarr. Yes; it would be involved in that computation, 

Mr. Hemenine. ‘Thank you for letting me interrupt. 

Mr. Mack. Proceed. 

Mr. Prarr. With that background of the different kinds of markets 
I would like to spend a minute on the application of the particular 
legislation in front of you. 

With respect to the increase of the fee for transactions in the New 
York Stock Exchange I see no real complications. If a firm does 
machine bookkeeping they can put in 5 cents instead of 2 cents into the 
electronic machine. If the billing is done by clerks as a vast majority 
of bookkeeping is done in our industry, one can multiply by 5 cents as 
well as by 2 cents. 

With respect, however, to the other branch of our business, the over- 
the-counter business, there are many complications. In the instance of 
an underwriting of new securities, for example, how many fees should 
be paid in connection with this passing from hand-to-hand to hand- 
to-hand ? 
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In connection with outstanding securities which are traded in ¢ 
he 


over-the-counter market, which dealer A may buy, then feel he hag 
too much and sell to dex aler B, and dealer B may neil to C, and so on, 
before it reaches the hands of the ultimate investor, how many foes 
should be paid on those transactions and who should pay them? 

This the legislation does not make clear, and I believe it should 
make that clear. 

Mr. Hempnityi. Did you hear the testimony of the Commissioner 
this morning ? 

Mr. Prarr. I heard it with great interest. 

Mr. Hemeuii. | wondered what effect the amendment proposed 
by the Commissioner giving the Commission certain discretionary 
powers to exempt by rule or regulation, whether or not that would 
clear up for you the question of how many fees should be attae hed! 

I understood his recommendation to attempt some relief in that 
direction. 

Mr. Prarr. I assume the Commission would hold hearings on the 
subject, and with their knowledge of the industry and the w ay it 
operates they would come out w ith a fair solution, as I think the C om- 
mission usually does. 

Mr. Hempniti. Would the amendment proposed by the Commis. 
sioner this morning clear up this question of how many fees should 
be charged when the stock is issued and goes from distributor to seller, 
and from seller to buyer? 

Mr. Prarr. That would be in the hands of the Commission. If] 
were sitting on your side of the desk, sir, I think 1 would propose a 
different amendment which would be to e xempt sales to any registered 
broker-dealer. 

Mr. Hempniuy. But if you did that the broker-dealer could keep it 
in his inventory. 

Mr. Prarr. But as soon as he sold it to the investor the tax would 
be paid. 

Mr. Hemeniti. Thank you. 

Mr. Prarr. That would be the simple way of doing it and we would 
not have to have another round of hearings and regulations and pub- 
lishings in the Federal Register, and so forth. 

Mr. Mack. What you are trying to accomplish here is not charging 
a fee when you have a transfer rather than a sale? 

Mr. Prarr. I am not talking about a legal transfer of record only 
with no change in beneficial ownership. 

Mr. Mack. “Transfer” is not the proper word for it. I under- 
stand your complaint is that in cases you have in the process of 
marketing securities, the securities pass from one broker-dealer to 
another, or from one croup of investors to another group, in the process 
of actually marketing the securities. Is that your complaint ? 

Mr. Prartr. No, sir, , only in part. Iam presently discussing merely 
some of the complications of this particular legislation if it were en- 
acted. I would like to go into our objections to the principle of the 
act ina moment. 

Mr. Mack. You did raise that question. 

Mr. Pratr. But only with respect to where there is transfer be- 
tween dealers in securities and not where there is a transfer from 
one investing group to another investing group. 
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Mr. Macx. I meant in the process of marketing certain securities. 

Mr. Pratt. It applies both in the process of marketing new securi- 
ties and in the process of providing an orderly market in securities 
which are already outstanding and ‘have been outstanding for a con- 
siderable period of time. 

Mr. Mack. What I thought you were concerned about was the fact 
that you had transfers of securities which were not moving from one 
investing group to another but in the orderly process of marketing the 
securities there was a transfer from one broker-dealer to another 
broker-dealer, and they should not be charged a fee each time. 

Mr. Prarr. That is exactly my point, Mr. C hairman. 

Mr. Mack. I don’t see that that would be very difficult to approach 
by appropr iate amendment. 

Mr. Prarr. By appropriate amendment, yes. 

Mr. Dincew. If that objection were absolved, would your objection 
to the bill be resolved, also ¢ 

Mr. Prarr. No, sir. 

Mr. Mack. You may proceed. 

Mr. Prarr. I think it might be illuminating to the committee to 
make a rough guess as to the number of individual transactions to 
which this proposed fee might apply. 

It is estimated that the current volume of transactions in securities 
today per year is in excess of $75 billion market value. 

In my firm the dollar amount of our aver: ige transaction, take over- 
all on the many transactions, large and smi all. that we have in our 44 
offices from one coast. to the other, j is $3,000. If that average of $3,000 
— to the securities industry generally, and I think it probably 
does fairly closely because we are such a w idespre: ad countrywide firm, 
then that means that there are 25 million separate transactions each 
year on which this individual fee has to be calculated. 

I don’t know what. the expense to the people who have to calculate 
that fee might be, but it obviously is a very considerable amount, and 

I don’t know exac tly how the Securities and Exchange Commission is 
adie police and enforce the proper calculation and payment on that 
fee, but I cert: uinly do not think they can do it unless they double their 
staff when we will have 25 million individual transactions on which a 
specific fee has to be calculated. 

My objections so far have gone into detail, one of which can be 
cured by amendment, and the other perhaps partly as to substance, the 
difficulty in expense not only of enforcement but of the honest man 

calculating the proper fee to be paid under the statute. 

I would now like to talk in principle about this legislation. As has 
heen pointed out before, it is the individual investor who bears the 
burden. I would like to refer to a few more individual burdens that 
the investor pays as a class, entirely distinct from the rest of the popu- 
lation of the country, through the taxation process. 

The stock transfer tax has been mentioned as some $34 million a 
~ There is in addition the stock issue tax of some $4-million-plus. 

I do not suppose I should mention the tax on dividends, double tax- 
ation where income is taxed both to the corporation and to the in- 
vestor who gets it in dividends. That tax is some $5 billion, according 
to conservative estimates. 
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I do feel, however, that the stock transfer tax is a matter which this 
committee should consider in connection with this proposed fe 
legislation. 

Mr. Hemphill inquired earlier whether or not this fee was not ay 
additional sales tax, in addition to the stock transfer tax. In my 
opinion it clearly is. This proposal is nothing but a proposition ty 
increase the Federal stock transfer tax by 10 percent. 

Today a seller of securities pays a tax at the rate of 4 cents pe 
$100 of market value when he transfers the security. The legislation 
before you imposes an additional fee on him. It will fall on exactly 
the same fellow and, for exactly the same act that he takes, as the 
present stock transfer tax. The only difference is that one is collected 
by the Treasury direct and the other is collected through a chain yiq 
the SEC and over to the General Treasury. 

I see no distinction whatsoever in the financial burden imposed op 
an individual investor by the stock transfer tax and by the fees that 
are proposed here in this legislation. 

As such, I feel it is highly inequitable because the investor is al. 
ready paying between three and four times the total budget of the 
Securities and Exchange Commission. 

I would like to end, if I may, Mr. Chairman, with some remarks 
about the effect of the SEC on the general welfare and the effect of 
our business on the general welfare. 

I have been in this business for only 15 years, so I am considered 
somewhat of a newcomer. I have lived under the SEC and in cooper. 
ation with the SEC, and for my money they do for the most part a 
wonderful job. 

Furthermore, when I talk to my older partners who had been in 
the business prior to the Securities and Exchange Commission, there 
is not a one of them who would want to see the Securities and Ex. 
change Commission abolished. ‘They think they are dong a fine job 
for us, and they think they are doing a fine job for the country by 
and large. 

However, we do not feel they are there solely to protect the investor. 
Certainly they are not there solely to protect the man who is “playing 
the market”, Their effect on the country is far wider than just the 
effect on investors. 

In order to produce jobs you need capital. It varies from industry 
to industry, but perhaps something like $12,000 per individual worker 
is a fair average. Capital is raised from vast numbers of people in 
the country, channeled through our securities industry. ‘To the ex- 
tent that the Securities and Exchange Commission can provide good 
markets for securities, it is contributing to the well-being of the 
country as a whole. 

I think that was shorter than reading the statement, Mr. Chairman. 

Mr. Mack. Thank you very much. 

Mr. Dingell ? 

Mr. DinGet. I have no questions. 

Mr. Guenn. I have no questions. 

Mr. Hempnii. I have no questions. 

Mr. Kerru. I have no questions. 


Mr. Curtin. I have no questions, but I would like to congratulate} 


the gentleman on a very enlightening statement. 
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Mr. Pratr. Thank you very much, Mr. Curtin. 

Mr. Mack. I also want to commend you on your statement. You 
mentioned that the SEC was not for the purpose of protecting the 
yerson who, as you referred to him, was “playing the market.” 

Mr. Pratt. I said it was not solely for the protection of the investor. 

Mr. Mack. On the other hand, it is to protect those people who in- 
nocently purchase stock over the counter or on the exchange, and pro- 
tects them from certain manipulations of stock ? 

Mr. Pratr. That is one of its functions, sir. 

Mr. Mack. Thank you very much. I did want to make very clear 
that that was a very important function. 

Mr. Pratr. Indeed it is. 

Thank you very much, Mr. Chairman. 

Mr. Mack. Is there anyone present who would like to file a state- 
ment ? 

The committee will stand adjourned until 2 o’clock this afternoon, 
at which time we will hear Mr. James E. Day, president of the Mid- 
west Stock Exchange. 

AFTERNOON SESSION 


Mr. Mack. The committee will come to order. Our first witness 
this afternoon is Mr. James E. Day, president, Midwest Stock Ex- 
change, Chicago, Ill. We are very happy to have you with us, 
Mr. Day. 


STATEMENT OF JAMES E. DAY, PRESIDENT, ACCOMPANIED BY 
CARL E. OEGREN, EXECUTIVE VICE PRESIDENT, MIDWEST STOCK 
EXCHANGE 


Mr. Day. Thank you, Mr. Chairman. My name is James E. Day, 
and I am president of the Midwest Stock Exchange, Chicago. | 
have with me Carl E. Oegren, executive vice president, Midwest Stock 
Exchange. 

In the interest of time of the committee and the witnesses to fol- 
low, I would like to make my statement part of the record, Mr. Chair- 
man, and then just briefly highlight it. 

Mr. Mack. The Chair would like to state that he appreciates that, 
but it is not our intention to at all shut off any of the witnesses. 
We will give you adequate time. If this will not limit you in any 
manner, we are glad to do it. 

Mr. Day. Thank you, Mr. Chairman. I do not think it would 
limit me. 

Mr. Mack. You desire to file your statement ? 

Mr. Day. Yes. 

Mr. Mack. Without objection, the statement will be incorporated in 
its entirety at this point in the record. 

(Mr. Day’s prepared statement follows :) 


STATEMENT BY JAMES FE. Day, PRESIDENT, Mipwest Stock EXCHANGE, ON 
H.R. 6294 


The Midwest Stock Exchange is opposed to an increase in the present SEC 
registration fee as applied to national securities exchanges and to the suggested 
hew registration fee for the privilege of doing business as a broker-dealer to be 
applied to all broker-dealers in the country on the same basis as paid by the 
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exchanges. Basically, we believe that the regulatory functions of the Federal 


Government should be paid for out of general funds derived from general taxey | 


Beginning in 1933 when the securities laws were first enacted, the principle 
was recognized that those regulated would not pay for the cost of regulating 
Regulation was not intended to be self-sustaining. This is evidenced in the lan. 
guage of section 31 of the 1934 act, clearly identifying the present fee as being 
a registration fee for the privilege of doing business as a national securities 
exchange. The law should not be construed, therefore, as intending to provide 
a significant portion of the cost of operating the Commission by taxing thogp 
being regulated. We have no objections to paying a license fee as such, but 
believe that a license or registration fee should be in theory similar to othe, 
license fees, that is a flat fee. While reference to a flat fee may not be a satis. 
factory answer at this time, we believe the present formula was accepted 9% 
years ago, as being representative of such registration fee, even though the 
results are producing substantially greater revenues than was. originally 
contemplated. F 

As far as the exchanges’ registration fee is concerned, the present law has q 
built-in fee adjuster. The fee under section 31 is based on the aggregate dollar 
volume of transactions on the exchange. As a result, the registration fee paid 
by the Midwest Stock Exchange in 1959 was 7% times the registration fee we 
paid in 1949. Prices are higher. We have greater volume of transactions 
The present registration fee is self-adjusting. Incidentally, it is only natura] 
that a fee of this type be construed as another cost of doing business and jin. 
cluded with other charges paid by the public. 

You gentlemen who have the responsibility here in Washington know better 
than we that taxes—and these fees under any other name are still taxes— 
usually adjust upward, seldom downward. The time to object is at the firgt 
attempted increase. Once a small increase is legalized, it becomes only a ques. 
tion of time when the rate will become a burden. The higher the cost of doing 
business regardless of whether from more fees, more bookkeeping, more items 
to collect and clear, the greater the economic impact. Parenthetically, I wish 
to point out that to whatever extent the present fee would be increased, the 
Commission would extend its status as a participant in the securities business 
who would profit from greater volume and higher prices. To us this would 
seem to raise a conflict of interest. 

We have previously stated to congressional committees, and wish to repeat 
now that the SEC may well be entitled to increased appropriations to serve an 
expanding national economy but we firmly believe that when the operating ex- 
penses of the Commission increase, the increased cost should come from general 
tax funds. 

We are also concerned with the proposal to introduce an entirely new regis- 
tration fee for the registration of broker-dealers representing an extension of 
the presently establishd 26-year-old fee to the over-the-counter market. As you 
know, under section 15A of the Securities Exchange Act, the National Assoeia- 
tion of Securities Dealers, Inc., registered with the SEC and assumed primary 
responsibility for regulation of over-the-counter dealers and brokers. It is sig- 
nificant that section 15A(b) (6) conditions NASD registration upon the rules of 
the assocation providing ‘‘* * * for the equitable allocation of dues among its 
members, to defray reasonable expenses of administration.” Congress could at 
that time have invoked the principle of the securities business regulation being 
self-sustaining, but it did not. This points up the difference in principle between 
registration fees and fees to be charged “to defray reasonable expenses of ad- 
ministration.” In other words, Congress recognized that an important phase 
of the regulation of the securities business was to be undertaken by a separate 
agency and that all broker-dealers would be financially supporting this project 
completely, thus restricting the present fee to the stock exchanges, 

A substantial portion of the over-the-counter business in this country is han- 
dled by firms which are members of one or more national securities exchanges. 
These firms, if H.R. 6294 becomes law, would be exposed to three different fees: 
(1) the fees to the exchange or exchanges; (2) the NASD fees; (3) the new 
broker-dealer registration fee to the SEC, plus the fees and taxes collected by 
the various States. 

The Securities and Exchange Commission is basically set up for the protection 
of the investing public; we believe, therefore, that any additional appropriations 
should come from general funds. 
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Mr. Day. Generally speaking, I would like you and the committee 
to know that we are opposed to this increase in fees for exchanges. 
We also oppose the new fees for broker-dealers. We have tried to 
study this a little and we do not believe that Congress ever intended 
that the agency should be self-sustaining. It specifies in section 31 
of the 1934 act that these fees are for registration, a license fee, a 
license for doing business. _ 

We could not find an interpretation that would have these fees 
make the SEC self-supporting. 

We are inclined to believe, in fact, we firmly believe that the SEC 
if it needs appropriations—and it may well in an expanding national 
economy—it should come from general funds. We believe the SEC 
not only protects the investor but the general public just the same as 
churches do a lot of good for people who may not even attend. We 
think this is true of the SEC. We do not want to be in a position of 
being too flattering for the SEC. 

Mr. Mack. Would you agree that they do more good for the people 
who do attend ? 

Mr. Day. Yes, I would say they would, but I think they do an over- 
all influential job for the good of everybody. 

Mr. Mack. I was not disagreeing. I was giving you an opportu- 
nity toclarify the statement you just made. 

Mr. Day. I hope I did so. 

As far as the broker-dealer proposal is concerned, we cannot help 
but look at an act of Congress that will really set up the National 
Association of Security Dealers, in which the over-the-counter trans- 
actions are regulated by this body and in which they pay all ad- 
ministrative expenses. We think that is one of the reasons they per- 
haps were not assessed 26 years ago, We think they are paying ample 
fees and should not be asked to pay another one. 

We also feel that if the agency that regulates us should be com- 
pletely self-sustaining through fees paid by us, it practically puts the 
Securities and Exchange Commission in business with us. We do 
not think that is a good idea. 

Last, in relation to the broker-dealer again, you have a lot of over- 
the-counter business done, I do not know how much, but a more than 
substantial portion of it, by members of one or two stock exchanges. 
They are also members of the NASD. In effect, you would then have, 
if this went through, a fees paid to exchange or exchanges, fees paid to 
the NASD, and a new fee by broker-dealers. You would have a large 
segment of our industry having three fees all put on for virtually the 
same purpose. 

In conclusion, we believe that the SEC was set up for the protection 
of the public in the broad scope that I have placed it, and think they 
should get their appropriations from the general funds. We have 
been on record as stating that in this expanding national economy they 
may need new appropriations. We have never opposed that. But 
we think this would be the wrong way of going about getting such 
appropriations. 

{r. Mack. Does that complete your statement, sir? 

Mr. Day.. Yes. 

Mr. Mack. It was a very concise statement and I appreciate your 
comments. Are there any questions? 
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Mr. Hempuiww. I want to thank you and the others who have compe 
here, at personal sacrifice to your duties elsewhere, to give us the bene. 
fit of your testimony. 

My attention was drawn to the fact that you said the SEC would 
be in business with you. The fact is that the Internal Revenue By. 
reau is in business with the Telephone people because they have an 
excise tax which the country has not had the justice to take off, which 
was put on as a war measure. The telephone company has to collec 
it and pay for it whether they collect it or not and have to keep all 
the books on it. They are in business. Some of us have tried to get 
it off. 

I think the Government is in business with me. I hate to think of 
the hours I have spent working in my law practice just for the Goy. 
ernment alone. 

This brings me around to saying that I am delighted that you peo. 
ple have attacked this problem in the manner that you have. Not 
that I am siding with you or against you, I want to hear all the testi- 
mony. The American public for so many vears has accepted any sort 
of indirect taxation, especially since withholding. As long as you 

cannot feel the direct impact of it, the attitude is “that we will accept 
all these hidden taxes. Iam delighted you people bring out the fact 
that you feel you have been taxed here and there and that the equities 
of the situation should be weighed. 

Mr. Day. May I also thank you for bringing out this was a sales 
tax. Those fees are taxes, really, in effect. I believe this transfer tax 
is just another form of sales tax. Logically, I think you could take 
this original section 31 and knock it out entirely. Sure, I think 
everybody participates in Government. The Federal Government is 
working for everyone. I think where you make a specific fee here 
on a self- sustaining basis, that really hits this investor all the time 
as an individual or collectively , which this directly does, I do not think 
that is fair. Thank you, sir. 

Mr. Hempniwi. Thank you, Mr. Day. Thank you, Mr. Chairman, 

Mr. Mack. Mr. Keith. 

Mr. Kerrn. No questions. 

Mr. Mack. Were you referring to the registration fee as a sales 
tax? 

Mr. Day. I think that is what it amounts to, yes, Mr. Chairman. 

Mr. Mack. In other words, Mr. Hemphill referred to a sales tax 
for the Telephone Co. and you put them all in the same category; 
is that correct I am not trying to get a commitment from you 
that the excise tax is a sales tax, but I will credit myself with that 
statement, a sales tax such as we have in the States except it is 
paid at the manufacturer’s level instead of the retail level. 

Mr. Day. All I can answer, Mr. Chairman, is the connotation of 
this tax alone covers a broad field. That is true of sales tax. 

The big point I would like to make here is that we just do not 
believe that it is in the interests of the Government, of individuals, 
of the public as a whole, of working taxes around to where they 
become virtually hidden taxes. Actually, the investor, whom this 
is going to hit, has no voice except ours, you might say. It comes 
onhim. He istheone who is bearing this burden. 
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Where it affects us, if this tax goes to 1 percent some time, then 
you are adding the price to investing in securities in America for 
expansion in competition with something else that does not have it. 

Mr. Mack. All these people have the right to petition the Congress, 
of course. 

Mr. Day. That they have. 7). 

Mr. Mack. You are inferring that because this is somewhat con- 
cealed that they would not be aware that they were being taxed ? 

Mr. Day. I do not. believe the average American public is really 
aware of what this present tax is. True, they could find out—and 
I suppose they could petition Congress—but this is just one of those 
little things that are added, one-five hundredth of 1 percent ap- 
pearing on the confirmation does not amount to much. However, 
in 2 years it might be one-two hundredth, and in 5 years it might 
be one-hundredth. You gentlemen living on the scene know these 
taxes very seldom go downward. 

Mr. Mack. That is very true. I was just interested in the ex- 
pression of its being a sales tax; as far as the principle was con- 
cerned, I agree, but I cannot see where the sales tax as such should 
be an argument in opposition to the proposed legislation. 

Mr. Day. Only in the fact that your transfer tax, it is a trans- 
action tax, to my interpretation it is a sales tax. So logically, you 
have two of the same things here. Logically, you could throw out 
the first one and just apply new taxes to the transfer. I think that 
is wrong. I think this should come from general funds because 
the SEC truly is in the broad interests of the public. 

Mr. Mack. You think if you needed additional revenue, you should 
increase the transfer tax rather than this? 

Mr. Day. No; I do not. I just got through saying I think it 
should come from general funds, but from a logical standpoint I 
think if you insisted on it being self-sustaining from just individual 
people who have the transactions themselves, you could go to the 
transfer tax rather than add just another one, which is the same thing. 

Mr. Mack. I am just trying to make certain I have a clear under- 
standing. 

Mr. Day. Yes, sir. 

Mr. Mack. You feel that it would be better to come from general 
funds? 

Mr. Day. Yes, sir. 

Mr. Mack. Does that indicate you are in favor of increasing the 
income tax if necessary to raise additional revenue rather than by 
this means ? 

Mr. Day. Well, I am certainly hopeful that we will not have an 
increase in the income tax, Mr. Chairman. I want to make that clear 
as you want my interpretation to be clear. But I would rather have it 
that way than the way it is proposed. 

Mr. Mack. Of course, we are receiving testimony to get the views 
on how funds can be raised and should be raised, I think you are mak- 
ing a very fine statement. I do want to join my colleague in com- 
mending you on coming before the Congress and presenting your 
views. I recognize that you have had considerable experience in this 
area, 
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Mr. Day. Thank you, Mr. Chairman, and thank you, Mr. Hemphill 
and Mr. Keith. 
Mr. Mack. Mr. Glenn Anderson, chairman of the board of the Na- 
tional Association of Securities Dealers. 





STATEMENT OF GLENN E. ANDERSON, CHAIRMAN, BOARD OF 
GOVERNORS, NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC.; ACCOMPANIED BY BLANCKE NOYES, MEMBER, BOARD OF 
GOVERNORS, AND CHAIRMAN OF THE LEGISLATION COMMIT. 
TEE OF THE ASSOCIATION; MARC A. WHITE, COUNSEL FOR THE 
ASSOCIATION 


Mr. Anperson. I am Glenn E. Anderson, of Raleigh, N.C., chair- 
man of the board of governors of the National Association of Secu- 
rities Dealers, Inc., I am accompanied today by Blancke Noyes, New 
York, N.Y.,a ” member of the board of governors and chairm: an of the 
legislation committee of the association. Also with me is Mare A, 
White, counsel for the association. 

We are here to discuss H.R. 6294, a bill to amend section 31 of the 
Securities Exchange Act of 1934. That section now provides for pay- 
ment of a fee of 2 cents per $1,000 on securities transactions con- 
ducted on national securities exc hanges. The amendment would raise 
the fee to 5 cents per $1,000, a 150-percent increase, and impose the fee 
for the first time on registered broker-dealers based on their trans- 
actions in the over-the-counter market. The bill also provides that 
national exchanges and all registered broker-dealers shall make re- 
ports as the Securities and Exchange Commission shall prescribe as 
being necessary to carry out the purposes of the section. 

The association is opposed to the bill because it believes that an 
undue burden would be placed on the over-the-counter part of the 
securities industry. The principal difficulties of the bill arise because 
of the basic differences in the structure of a national securities ex- 
change as compared to a national securities association. These differ- 
ences cause the bill’s application to the over-the-counter industry to 
be different than is the case with national securities exchanges, 

The major function of the Securities and Exchange Commission is 
the protection of the public interest in the distribution and marketing 
of securities. It should be remembered that the Securities and Ex- 
change Commission administers five separate acts and has advisory 
functions under section 10 of the Bankruptey Act. One of the Com- 
mission’s functions under the Securities Exchange Act of 1954 relates 
to the registration and regulation of brokers and dealers. The asso- 
ciation is registered as a ‘national sec urities association pursuant to 
section 15A of the Securities Exchange Act of 1934. The association 
is the only organization so registered. On May 31, 1960, the associa- 
tion had 4,324 members, who, in addition, are registered with the 
Securities and Exchange Commission as broker-dealers. 

The principal work of the association is the conduct of continuous 
examinations and investigations of its members to see that its rules 
and certain rules and regulations of the Securities and Exchange 
Commission are complied with by members. The association engages 
in no activities for profit. The association’s rules of fair practice, 
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adopted in compliance with section 5A of the Securities Exchange 
Act of 1934 and not disapproved by the Securities and Exchange Com- 
mission, constitute a code of ethics which go beyond statutes of gen- 
eral rules of law in the securities field. The association has pre- 
viously furnished the Subcommittee on Legislative Oversight of this 
committee a history of the association and its activities. This history 
was the subject of a subcommittee publication in 1959. 

The association expended over $1,500,000 in fiscal 1959. Almost all 
of this figure can be related, directly or indirectly, to its regulatory 
functions. It should not be forgotten, also, that much time and effort 
is expended by volunteers from the business. These volunteers are 
members of committees whose areas are arranged geographically 
throughout the country, and a board of governors to whom appeals 
may be taken. It would be impossible to estimate the time expended 
by over 250 volunteers from the business who are elected by the mem- 
bership to serve in various capacities. 

The association seeks to stress that a vast majority of the broker- 
dealers registered with the Securities and Exchange Commission, in- 
cluding members of national exchanges, are members of the associa- 
tion. They are already paying dues and assessments for self-reguia- 
tory activities as well as furnishing volunteers to work on discipli- 
nary matters so as to promote the concept of self-regulation that was 
desired by Congress and the industry and resulted in the Maloney 
amendment to the Securities Exchange Act of 1934. 

To return to our comment that the application of the bill would 
constitute an undue hardship in the over-the-counter markets, it is 
pointed out that a much greater volume of transactions takes place 
in the over-the-counter market than on national securities exchanges. 
Further, while the over-the-counter market is strictly regulated in 
many respects, it is not feasible to have a central reporting of all 
transactions taking place in the over-the-counter market. ‘This means 
that if the bill were enacted each broker-dealer, regardless of size, 
would be required to keep records of each transaction of sale and to 
remit the proposed fee to the commission. 

While it has been stated that the fee imposed upon exchanges is, 
in practice, passed on to customers, a very difficult situation would 
arise in the over-the-counter market where practical problems would 
prevent this practice. This could result in the broker-dealers them- 
selves absorbing the fee as a means of doing business. In addition to 
the high cost of recordkeeping by brokers and dealers, the associa- 
tion believes that the cost of administrative handling and policing 
of the proposed fee by the Securities and Exchange Commission 
would hardly justify imposition of the fee. 

Other problems in connection with the bill are that it imposes a 
tax or fee on the dollar amount of securities sold as a broker-dealer 
and it would appear that the fee would be imposed on interdealer 
transactions. In the typical exchange transaction there is one change 
in ownership, hence one transaction, which is subject to one transfer 
tax and one fee under section 31 of the Securities Exchange Act. In 
the normal over-the-counter transaction, there are at least two trans- 
actions, and in many cases there are more than that. Thus, because 
of the characteristics of the exchanges compared to the over-the-coun- 
ter market, the over-the-counter transaction could involve multiple 
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charges, which would certainly mean that the bill would impose q | 


discriminatory tax on purchasers of over-the-counter securities. With 
no available statistics on the amount of over-the-counter transactions, 
it would seem clear that the application of the bill, as written, could 
be exceedingly unfair, given the fact that the over-the-counter market 
is presently paying proportionately more in transfer taxes. 

The association notes that in Senate Report No. 605 on a similar 
bill introduced in the 85th Congress the Senate stated that no fee 
would attach from an owner to an underwriter. But this does not 
clarify the problem with numerous interdealer transactions prior to 
a final one with a public customer. Also, the Senate report could be 
interpreted to seeuiilane an underwriter which is unsuccessful and must 
take a portion of an offering for its own account by assessing the fee 
on the amount which could not be distributed. 

In addition, the question also arises as to whether the proposed fee 
is a tax upon the sale of securities. A transfer tax is presently im- 
posed on securities under the Internal Revenue Code. Since the pro- 
posed fee is recurring and follows each transaction in every security 
sold, it seems to take on the same characteristics as the transfer tax 
and, thus, if the principle of self-support of the Securities and Ex- 
change Commission is carried to its logical extreme, then that portion 
of the revenue obtained from the transfer tax should be ascribed to 
support of the Securities and Exchange Commission. 

As previously mentioned, the association is composed of over-the- 
counter brokers and dealers who are assessed and pay the costs of 
self-regulation. This regulation is concerned with ethical business 
yractices, as well as, to the extent practicable, Federal laws and regu- 
ieaieh promulgated by the Securities and Exchange Commission. 

In view of the fact that association members are already paying 
for self-regulation, that they are taxpayers as are all other citizens 
and that they are subject to the transfer tax, as well as the fact that 
the transfer tax is, and the proposed fee could be, levied twice on one 
change of public ownership, or many times in interdealer trades, the 
association urges that the fee would be inequitable. 

I want to thank the committee for the opportunity afforded the 
association to comment on H.R. 6294, introduced by Congressman 
Bennett. 

That finishes my prepared statement. I would like to make one 
comment concerning the testimony of Mr. Orrick this morning. 
When he was asked how the fee would be collected from broker- 
dealers who are not members of exchanges, he said the details had 
not been worked out, but probably when a broker-dealer files his re- 
quired certified financial statement he would also be required to send 
a check for the amount of the fee. 

The financial statements which broker-dealers are now required to 
file contain no figures as to sales volume. As a matter of fact, most 
over-the-counter dealers have no present figures as to their own sales 
volume. To prepare these figures would require a separate set of 
records and they would have to be certified presumably to the SEC 
in order to determine the amount of the fee. 

In many cases of small dealers the cost of preparing and determin- 
ing the amount of liability would considerably exceed the amount of 
the fee the dealer has to pay. 
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Mr. Mack. Mr. Hemphill. 

Mr. Hemeuitt. If the financial statement of the broker-dealer does 
not include the volume of business, then it would be very difficult to 
monitor in any way the number of transactions the broker-dealer 
actually handles, would it not ? 

Mr. Anverson. It would. 

Mr. Hemeuityi. From an administrative standpoint, I do not see 
how you could possibly, without spending 50 times as much as you 
could gain, except for the penal provisions or exemplary effect of 
putting somebody in jail for fraud, I do not see how this could be 
handled. 

Mr. Anperson. There would be no way to do it except by in- 
dividual audit because there are no figures prepared by individual 
members and furnished to the SEC or in many cases in their own 
firm which would provide the information as the basis for payment 
of this fee. 

Mr. Hempuitt. I understand you to say books are not kept in many 
firms in order to provide this information today. 

Mr. Anperson. That is right. 

In my own firm, which is a relatively small firm, we maintained 
records of volume of business pretty much as a matter of information. 
Our treasurer felt that maintaining records purely for information 
was not worth while. In order to pay this fee, we would have to 
maintain such records and we would have to be audited, I presume, 
in order to furnish the SEC with an audited report. 

Mr. Hempuityi. Your alternative would be to absorb the costs and 
try to make up the difference. You say on page 4 that this could 
result in broker-dealers themselves absorbing the fee as an expedient 
of doing business. 

Mr. Anperson. That is not the problem. We would probably 
absorb the cost since it has been the custom in the business for years 
to trade at net prices, you probably would not add on a thousand- 
dollar transaction a separate fee of 5 cents. More than likely, the 
custom of the business would be to absorb it. 

However, in order to determine the amount we had absorbed and 
were liable to pay, we still would have to make the additional records 
in order to find out how much fee liability we owed to the SEC, 

Mr. Hempuityi. I am not trying to pry into your business, the 
personal or private aspects of your business, but is your business a 
normal-sized operation in the United States? 

Mr. Anperson. We are a little larger than the average of 4,200- 
some-odd members. I would say we probably are in the top 30 or 40 
percent. 

Mr. Hempuitit. What would be the cost of maintaining records 
insofar as your business is concerned? Can you estimate that? 

Mr. Anperson. I cannot give a figure. I am satisfied that the 
cost would be greater than the amount of the fee we would have to 
pay. 

Mr. Hempuity. Thank you, sir. 

Mr. Mack. As I understand it, the major cost of the collecting of 
the fee would be borne by the broker-dealer. 

Mr. Anperson. Yes, sir. 
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Mr. Mack. The SEC does have authority to require such informa, | 
tion in a report. That is, they would have the authority. 

Mr. Anverson. If this bill were passed ; yes, sir. 

Mr. Mack. To require the information that is presently not jp. 
cluded in the report. 

Mr. Anperson. Yes, sir. 

Mr. Mack. On page 6 of your statement you indicated that your 
members are already paying for self-regulation. 

Mr. Anperson. That is correct. 

Mr. Mack. If they are now paying for self-regulation, would it be 
too unusual for them to pay or make a contribution toward the cogt 
of the public or the Government regulation / 

Mr. Anprerson. Mr. Mack, like the others who have appeared her, 
we feel that this fee, which is a fee on a change of owne1 rship, ig 
nothing more than a transfer tax, which is now already being paid by 
the i investing public and which produces some $30-odd- million a year 
in revenues. We feel there is no difference in this and the transfer 
tax, and it is simply an additional tax there. 

If that money is considered to be contributed toward the cost of 
financing the activities of the Securities and E xchange Commission, 
it more than covers it. 

Mr. Mack. Do I understand that you feel that the broker-dealer | 
are already paying for the regulatory cost of operating the regul: ating 
agency ¢ 

Mr. Anperson. I do not feel the broker-dealers are necessar ily pay- 
ing for the cost. of the Securities and Exchange Commission. I think | 
that is being paid by the investing public who are the real beneficiaries | 
of the Securities and Exchange Commission activities. | 

The members of the National Association of Securities Dealers 
definitely are paying over a million and half dollars a year from their 
own funds to finance their self-regulation, which is done under the | 

regulation of the Securities and Exchange Commission. 

Mr. Mack. I understood that you felt that this transfer tax is a fee 
that would go to support 

Mr. Anperson. I feel the fee is a transfer tax. I would like tore 
verse that. 

Mr. Mack. The witnesses today have been rather consistent in re- 
ferring to the transfer tax. In your statement you indicated that the 
members of your association are paying for sel f- regulation and you 
also referred to the transfer tax. i your opinion, is ; this transfer tax 
paying for the regulation by the Federal agency ? 

Mr. Anperson. I do not think when the transfer tax was instituted 
that that was the allocation or the basis on which it was instituted. 

Mr. Mack. That was my understanding, but because of certain 
testimony today I thought that at least the inference had been made 
that that was the purpose of the transfer tax. 

Mr. Anperson. I believe the transfer tax preceded the formation 
of the Securities and Exchange Commission. 

Mr. Mack. That is my understanding. As a matter of fact, I have 
requested such information as a result of the meeting this morning. 
That is my understanding, that it did precede it. 

Mr. Anperson. I believe that is correct. 
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Mr. Mack. Therefore, that tax was not levied expressly for this 
se / 
Pte. Anperson. That is my understanding. 

Mr. Mack. As I understand your objection to the bill, it is based 
on the burden it would place on your industry ? 

Mr. Anverson. On the over-the-counter industry particularly. 

Mr. Mack. Are you in a position to give the committee any informa- 
tion as to what would be the actual cost of this requirement, an esti- 
mate of the burden placed on the members of your association? What 
would be your estimate of the burden placed on members of your 
association if this bill were enacted into law? 

Mr. Anperson. I am not in a position to provide any specific in- 
formation. 

Mr. Macx. Would your association be in a position to make an 
estimate of that? 

Mr. Anperson. I do not believe our association would be in a posi- 
tion to do it because they do not have the information on which to 
work up a survey. We are speaking of information that up to now 
brokers and dealers have not had available for themselves because 
it is not necessary in the operation of their business to determine the 
sales volume, overall sales volume. 

Mr. Mack. This information would not be available to you at a 
later date 

Mr. Anperson. No, it would not be. 

Mr. Mack. According to your testimony, it would be quite difficult, 
in your opinion, for the Securities and Exchange Commission to ad- 
minister this law if it were enacted ? 

Mr. Anprerson. If there were any fairness in its application to see 
that the dealer paid the fee he was liable to pay, it would cost a con- 
siderable amount for them to make the audits to determine the lia- 
bility on the part of each dealer. In the case of many dealers, the 
amount involved—dealers doing less than a million dollars of business 
a year, of which there is quite a number—the fee obviously would 
amount to $50 or less. The cost of trying to audit and collect those 
fees would hardly justify the matter of the fee. 

Mr. Mack. You do not agree with the Commissioner who testified 
this morning that they could administer the program for $20,000 a 
year ¢ 

Mr. Anperson. I would say they cannot administer it effectively 
for $20,000. If they accept the figures of the broker-dealers who 
submit them without any audit, it could perhaps be done. 

Mr. Mack. Do you see any reason why the broker-dealers should not 
pay similar fees to the ones paid by the exchanges? 

Mr. Anperson. If a fee is to be paid, I do not believe our association 
could conscientiously take the position that over-the-counter markets 
should not bear some part of that fee. The problems I discuss are 
practical problems of trying to determine the amount of liability 
which the stock exchanges do not have because they have a record of 
all of the sales. 

There are practical limitations in the over-the-counter business to 
determine the amount of the liability and the fee. We certainly can- 
not take the position that we should not, along with the national 
security exchanges, share some of the costs if there is to be such a fee. 
Mr. Mack. Thank you for your testimony. 
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Are there any questions ? 

(No response. ) 

Mr. Mack. Thank you. 

Mr. Anverson. Thank you. 

Mr. Mack. Mr. Noyes, do you intend to testify separately ? 
Mr. Noyes. No. 

Mr. Mack. Mr. Ralph S. Peterson. 


STATEMENT OF RALPH S. PETERSON ON BEHALF OF HALSEy, 
STUART & CO., INC. 


Mr. Peterson. Mr. Chairman and members of the subcommittee: 

My name is Ralph S. Peterson. I am employed by and appear on 
behalf of Halsey, Stuart & Co., Inc., 123 South La Salle Street, 
Chicago, Il. 

The business of Halsey, Stuart & Co., Inc., limited to the purchaser 
and sale of debt securities—bonds, notes, and debentures—of private 
corporations and public bodies. Although we are, and have been for 
many years, a member of the Midwest Stock Exchange, we have not 
executed any transactions on such exchange nor do we underwrite or 
deal, as principal, in any equity securities. Any transactions by us 
in equity securities are handled only on an unsolicited agency basis 
without representation. 

Because of the foregoing limitations of our business, our opposition 
is only to that portion of H.R. 6294 which proposes to levy a sales 
tax on certain classes of securities sold as a broker or dealer otherwise 
than on a national security exchange. Such transactions are effected 
in what is commonly called the “over-the-counter” market. We oppose 
the imposition of a fee or tax on such transactions for the following 
reasons: 

(1) The 1959 annual report to members by the National Association 
of Securities Dealers states that as of December 31, 1959, there were 
4,142 broker-dealers firms registered with the association and that 
these firms had a total of 84,648 representatives registered as such 
with the association. For the year ended September 30, 1959, the 
association reported total assessments and fees paid to it by these 
members of $1,722,783. Under the assessment formula originally 
adopted by the association over 20 years ago, a substantial amount of 
the assessments paid by members during that time, has been based on 
a percentage rate applied to the principal amount of underwriting 
participations in new security issues distributed by such members in 
the over-the-counter market. As a national securities association reg- 
istered with the Securities and Exchange Commission, the NAS 
has broad powers of investigation, regulation, and penalty over men- 
ber firms, their registered representatives and transactions in the 
unlisted market. Membership in and support of the association, as 
a practical matter, is required of all members doing an unlisted securi- 
ties business and we believe that the additional fee proposed in H.R. 

6294 to be levied on such business represents an unnecessary burden 
and expense on such dealers for the privilege of continuing a business 
for which they are already supporting a most intensive and extensive 
regulatory process. 
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Furthermore, the general securities business is now also regulated 
by all but one of the 50 States. Such regulation ranges in scope from 


a simple fraud statute to a comprehensive so-called blue sky law, pro- 


viding for the registration and examination of the dealer, his agents 
and representatives and transactions with his customers. In many 
States, the expenses of such regulation, registration, or examination 
are borne by the dealer through fees and costs levied by the State 
regulatory agency. At the present time, this firm is registered as a 
dealer in 32 States and subject to registration, examination, reporting 
and other requirements of such States. 

2. It is noted that the classes of securities exempted from H.R. 
6294 are, generally speaking, direct or guaranteed obligations of the 
United States, States and political subdivisions or public instrumen- 
talities thereof. This leaves revenue obligations of such agencies sub- 
ject to the tax. The application of the tax to revenue obligations, as a 
single class, creates the problem of separating transactions in such 
issues from transactions in so-called municipal issues generally. The 
mechanics of making such separation are not as easy as may be assumed 
because at the time the tax is to be computed the only clue to the 
taxable status of the transaction would come from the title of the 
obligation and unless the word “revenue” were a part of such title, the 
tax would likely be omitted. 

There are just enough revenue issues traded in the unlisted market 
where the title does not so indicate that the description of the issue 
cannot be relied upon as to its taxable status and reference to the 
original circular or official statement would then be necessary to 
determine the taxable aspect of such transactions. Such necessary 
reference would obstruct and delay the confirmation and billing of 
transactions in such issues. 

(3) The unlisted market is much larger and in many respects more 
complex and varied than the listed or exchange market. It is not 
only the primary market for new public offerings of all types of securi- 
ties but an important market for nonpublic or private offerings as well 
as the largest secondary market for outstanding debt issues of all types 
and industries. 

Table 5 of the 25th Annual Report of the Securities and Exchange 
Commission shows that during the 2514 calendar year period 
from January 1, 1934, to July 1, 1959, a total of about $99.8 
billion of debt and equity securities was publicly offered. During this 
same period a total of over $50 billion of debt and equity securities 
was privately placed. Because accurate and adequate information on 
all private placements is often difficult or impossible to obtain, there 
is a good likelihood that the reported volume of private offerings is 
understated since the Commission has no registration or reporting re- 
quirement with respect to such transactions. 

In this connection, I want to add one word of explanation. That 
statement is based on this fact : Several years ago there was an agency 
in Chicago which took on the task of computing the volume of private 
placements. They got their information from the State commissions 
to which the insurance companies have to make annual reports. For 
the 4 years that this organization was in existence they reported each 
year several hundred million dollars more of private placements than 
the Securities and Exchange Commission had been able to uncover. 
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I merely add that as supporting data with respect to the statement 
just made. 

Such private sales may be effected in one of two ways—either direct 
sale by the issuer to the investor without the services of a finder op 
placement agent, or through such an agent, usually an experienced 
dealer, for a fee paid by the issuer. In studies of flotation costs of 
new capital i issues the Commission has estimated that about one-half of 
the reported private placements are effected by the issuer without the 
services of a finder or placement agent. Under the language of ALR, 
6294, it appears that such transactions, if effected through the SePVices 
of a broker or dealer would be taxed w hereas if effected directly by the 
issuer with the investor the sale would not be taxed. 

Another example of inequity in tax treatment would arise in the 
preemptive offering of a new security to existing security holders. A 
corporation decides to offer preemptively to its common shareholders 
an issue of $50 million principal amount of debentures convertible into 
common stock at some future date. In order to assure itself that the 
entire issue will be subscribed for or sold, it engages the services of an 
underwriter, who agrees to take and pay for, at the subscription price, 
all debentures not subscribed for by the shareholders. If 90 percent 
of the issue is taken by shareholders, the underwriter would take and 
pay for the 5 million of unsubscribed debentures on which the tax 
would apply to the sale thereof in the secondary market, leaving un- 

taxed the $45 million taken by shareholders pursuant to preemptive 
right. 

“Another instance of varying tax treatment would arise in the case 
of a broker or dealer for an issuer as sinking fund agent in acquiring 
bonds in the over-the-counter market in antic ipation . of or for a sink- 
ing fund installment. Under the language of this bill, such bonds 
when bought from another dealer would be a taxable transaction (as 
principal) by the selling dealer and again taxed by the sinking fund 
agent when sold to the issuer. However, if the issuer acquired such 
bonds direct from the investor, pursuant to call, tender, or otherwise, 
the transaction would not be taxed. 

Under the language of this bill a double tax would likely result 
when a dealer fills an agency order in the over-the-counter market 
with securities acquired from an exchange member. Such exchange 
member would pay the tax on his sale to the dealer and the dealer on 
his transaction with the customer as broker. 

The foregoing are a few illustrations of some transactions which 
apparently would be subject to this bill, because the language “sold as 
broker or dealer,” in line 17, encompasses both agency and principal 
transactions irrespective of the capacity in which the dealer is acting 
or the status of the ultimate buyer or seller. 

4. The application of the rate of “one two-hundredths of 1 percent 
of the aggregate dollar amount of the price of securities” to debt 
securities, complicates the computation of the fee or tax applicable 
to each transaction and will result in a total tax which will vary 
according to changes in interest rates. As you know, most debt 
issues carry long- term maturities, many of them 20 years or longer. 
At the present level of interest rates, there are now many low coupon 
issues traded in the unlisted market at discounts of 20 points or more 
below their principal amount. For example, a 234-percent coupon 
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bond maturing in 22 years if sold on a 4.75-percent basis today would 
produce an equivalent dollar price of $728.80 per $1,000 bond on 
which the tax at one two-hundredths of 1 percent would be $0.364 
($0.0728). 
aac | 
yercent coupon bond selling on a 2.75-percent basis would carry a 
volar value of $1,328.50, producing a tax of $0.0664. In each case, 
the bond could very well be an obligation of the same issuer, carrying 
the same credit rating but traded only under widely varying market 
conditions. Since debt securities are today almost invariably traded 
in denominations of $1,000 principal amount or in multiples of larger 
denominations, the imposition of a fee or tax calculated on a varying 
dollar price would, in our business, introduce an irritating and bur- 
densome problem of rounding off fractions of a cent in arriving at 
the tax on many thousands of smaller investor transactions. 

5. At the present time, transactions in the over-the-counter market 
varry a variety of taxes. A Federal documentary tax of $1.10 per 
$1,000 principal amount is assessed at the time of original issuance of 
a new security. If such issue is registered with the Securities and 
Exchange Commission a fee of one one-hundredth of 1 percent of the 
aggregate gross proceeds is payable to the Commission. Any under- 
writer of such an issue is then assessed a fee by the National Associa- 
tion of Securities Dealers of 0.0025 percent of the principal amount 
of his underwriting participation, such fee payable during the assess- 
ment period whether his participation has been sold at a profit or loss 
or remains unsold. Subsequent resales of such securities in the over- 
the-counter market then become subject to another Federal documen- 
tary tax of 50 cents per $1,000 principal amount or major portion 
thereof. In addition, there are also State public service coramission 
fees on new issues, State issue fees, State blue sky fees and expenses, 
mortgage recording fees and similar costs levied incident to new 
securities issues. 

In view of the foregoing we believe the unlisted market presently is 
bearing its full share of the tax burden. 

In conclusion, in view of the large number of small transactions in 
the unlisted market and the complexity and variety of other trans- 
actions therein, we believe that the tax proposed in H.R. 6294 would, 
if applied to brokers and dealers trading in such market, result in a 
varying, inequitable and duplicative tax on many such transactions; 
that the burden and cost on such brokers and dealers of passing such 
tax to the intended beneficiaries of such market regulation would be 
disproportionately large in relation to the tax received by the regu- 
latory agency; that dealers in and transactions on such market are 
presently burdened with substantial taxes and fees for the mainte- 
nance of Federal, State and other regulation of brokers, dealers, and 
their agents doing a business in such market and that any further cost 
of maintaining Federal administrative agencies such as the Securities 
and Exchange Commission should be met under the general welfare 
provision of the Constitution in the uniform manner therein provided 
and not from a special, additional tax on any single segment of the 
general public. 

That concludes my prepared statement. 

Mr. Mack. Are there any questions ? 


Conversely, in a lower cost money market a 22-year 43/4- 
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(No response. ) 


Mr. Mack. On page 7 you said that you believe the unlisted marie; | 


presently is bearing its full share of the tax burden. 

Mr. Pererson. | believe it is. 

Mr. Mack. I do not think you would want to deceive the committee 
in that regard. I am sure that the statement has been made in good 

faith, but my question does not refer to that at all. I am only j in- 
terested in the reason or justification for making such a statement, 
Are you referring to the general revenue laws / 

Mr. Pererson. No; that statement is based on the multiplicity of 
statutes with which at least our business is regulated. I am speaking 
now of over 30 States wherein we are registered : as a broker and dealer 
and subject to constant examination and reporting the requirements 
of those States as well as the National Association of Security Dealers, 
Midwest Stock Exchange, Securities and Exchange Commission, and 
speaking 

Mr. Mack. I do not want to interrupt you, but I am interested in 
the tax. You refer to the tax burden and I was trying to determine 
the specific areas to which you were referring. 

You have no tax from the Securities and Exe hange Commission, do 
you? 

Mr. Pererson. Well, for the reasons indicated, true; the tax, as 
such, on the registration of a new security issued does not fall on ‘the 
dealer. It falls on the issuer, but we do pay the costs or contribute 
to a substantial amount of regulatory expense, not only to the Na- 
tional Association of Security Dealers but also to the various States 
under whose jurisdiction we are opers ating. 

Mr. Mack. You are referring to State income tax ? 

Mr. Pererson. No; I am referring to charges and fees levied by the 
security departments or secur ity commissions of the various States, 
There are now 49 of them which regulate either by fraud statute or 
a full scale blue sky law, the activities of the dealer. They require 
him to report and conduct examinations. Of course, they have their 
own schedule of fees and charges to cover registration expenses as 
well as the costs of examination and other reporting requirements, 

Mr. Mack. I was interested in your reference to the tax burden and 
I was interested in what portion of this you are referring to. What 
portion of this would be associated with the Federal Government? 

Mr. Pererson. Well, 1 would say 

Mr. Mack. You mentioned stock transfer tax. Are you referring 
now to corporation tax and income tax / 

Mr. Pererson. No; the taxes I have specifically referred to are the 
original, so-called F ederal documentary tax of $1.10 a thousand on 
the original issuance of a new security which is paid by the issuer at 
the time the security is issued. Then any subsequent transfers, as 
principal of that same security, are also taxed at the rate of 50 cents 
per thousand or major portions thereof. 

Mr. Mack, You are referring only to the issue and transfer tax; 
is that right ? 

Mr. ‘Pererson. I am: also referring to. the fee. .To the National 
Association of Security Dealers on the participations of that broker- 
dealer, as an underwriter im new: issues, new financing, during the 
calendar year in which that fee is assessed ‘and payable. 

Mr. Mack. To the association ? 

Mr. Pererson. To the association, yes. 
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Mr. Mack. That would not be a tax burden as such, would it ? 

Mr. Pererson. Well, it comes out of the dealer. It is a cost of doing 
business. : 

Mr. Mack. When you refer to the full share of the tax burden, you 
would be referring also to the fee paid to the National Association of 


Security Dealers? _ 
Mr. Pererson. Yes, I consider that in the nature of a tax on our 


business. 
Mr. Mack. I wanted the record clear on that point since this 


confused me. 

Are there any other questions ? 

Mr. Curtin. May I ask a question / 

Mr. Mack. Mr. Curtin. 

Mr. Curtin. Mr. Peterson, I am not much of a trader on the market, 
so far that reason a term you used is not familiar to me. 

What is an equity security ? 

Mr. Pererson. A stock. 

Mr. Curtin. Any kind of stock put out by a private corporation ? 

Mr. Pererson. Generally speaking, yes, where there is evidence of 
ownership rather than a debt obligation. I am using it in the broad 
street language way. 

Mr. Curtin. In your statement you refer to a double fee under cer- 
tain circumstances, particularly wherein a security passes through an- 
other broker or dealer, such as a sinking fund agent, or a straw man, 
before reaching the ultimate purchaser, or something like that. 

Mr. Pererson. Yes. 

Mr. Curtin. A previous witness testified on this feature of the mat- 
ter and he felt that this could be corrected in the pending legislation, 
or in the bill now before us, if there were an amendment to the bill 
which provided that such a fee would not apply to situations where 
the security passes through the name of another broker, or trader. 

In your opinion, would that eliminate your objection ? 

Mr, Pererson, Not my objection to the tax. It would require 

Mr. Curtin. This double fee feature ? 

Mr, Pererson. Such an amendment would require a series of exemp- 
tions not only from this feature of the tax, but for example, as I pre- 
viously indicated, the preemptive offering of convertible securities 
where a portion is underwritten but the major portion is subscribed 
for by shareholders and conceivably would not be subject to the tax 
under this language. 

Mr. Curtin. I am talking about those instances wherein the trans- 
action passes in a conveyance to another broker or dealer either as a 
straw man or, as you call them here, a sinking fund agent, before 
reaching the final purchaser. 

If there were an amendment saying such a fee would not be pay- 
able at such time there was such a transfer, would that eliminate your 
objection to that feature of the pending legislation ? 

Mr. Peterson. It would eliminate my objection to the broad and un- 
certain language that is now in the bill because,'as presently worded, 
it includes principal and agency transactions. 

Mr. Curtin. That:is all, Mr. Chairman. 

Thank you. 

Mr. Mack. ‘Thank you very kindly. 

Mr, Pererson,.. Thank you, 
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Mr. Mack. We next have Mr. John D. Weeden, treasurer of the } 
Weeden & Co., Inc. 


STATEMENT OF JOHN D. WEEDEN, TREASURER, WEEDEN & C0,, Ino 


Mr. Weepen. Mr. Chairman, I am John D. Weeden of Weeden g 
Co., New York City. I represent Weeden & Co. as an over-the-counter 
dealer. We are strictly over-the-counter dealers dealing in municipal] 
and corporate bonds, certain stocks and rights. 

I might add here that I am going to file my statement and just hit 
a few highlights. 

Mr. Mack. Very good. Your statement will be received for the 
record, 

(The statement follows :) 


STATEMENT OF JOHN J. WEEDEN, TREASURER OF WEEDEN & Co., INc,, 
NEw YORK, N.Y., May 31, 1960 


WEEDEN & CO.-—A DESCRIPTION 


An over-the-counter dealer in municipal and corporate bonds, certain stocks 
and rights. 

Organized as a partnership in 1922. Incorporated in 1927. 

December 31, 1959, capital and surplus in excess of $5,250,000. 

Sales volume in 1959: $672 million. 

Method of operation: We deal as a principal with dealers, banks and various 
types of financial institutions and funds. Almost no dealings with the genera] 
public. 

PROPOSED TESTIMONY 


Weeden & Co. is opposed to H.R. 6294 as it presently reads, although we basic. 
ally agree with the intent of the bill; that the expense of the Securities and 
Exchange Commission should be underwritten by the securities industry and that 
the over-the-counter segment of this industry should bear its fair share of this 
expense. 

Weeden & Co. is opposed to the present bill in that we feel that the bill, as it is 
presently worded, will place an inequitable burden on the over-the-counter seg- 
ment of the securities industry. 

To understand our opposition, it is first necessary to understand the basic 
difference between a transaction executed on an exchange and a transaction 
executed in the over-the-counter market. 

A typical transaction on an exchange (from the former owner to the new 
owner) is legally considered one transaction and proceeds as follows: 

(1) Former owner contacts broker A. 

(2) Broker A sells over the exchange to broker B. 

(3) Broker B represents new owner. 

One transaction has taken place as both broker A and broker B were acting as 
agents for their respective customers. If the amount of the transaction is 
$10,000 the exchange has become liable for an SEC fee of $0.50 (under proposed 
bill) and Federal stock transfer tax of $4. Both liabilities are charged to the 
former owner. 

A typical transaction over the counter (from the former owner to the new 
owner) is legally considered at least two transactions and in many cases repre 
sents more than two transactions. A typical over-the-counter transaction pro 
ceeds as follows: 

(1) Former owner contacts broker A. 

(2) Broker A (acting as agent or principal) sells to dealer specializing in and 
trading the security involved. Dealer buys as principal. 

(3) Dealer, in the regular course of business, sells as principal to broker B. 

(4) Broker B (acting as either agent or principal) represents the new owner. 

As illustrated, there are legally a miniuum of two transactions involved in 
this transfer of securities from former owner to new owner (former owner 
through broker A to dealer, dealer through broker B to new owner). This mini- 
mum of two transactions assumes that both broker A and B were acting as 
agents in this transaction. If either broker acts as a principal, which they often 
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do, then another legal transaction has taken place. It is also possible that the 
stock would pass through the hands of another, or several, dealers before ulti- 
mately being sold to the new owner. 

Assuming a minimum of two transactions in which broker A, dealer, and 
proker B are involved and assuming a value of $10,000 on the securities, we 
would find in the following collections being made by the Federal Government 
ynder your proposed bill: 

SEC, $1.50 ($0.50 charged to both brokers and to the dealer as SEC fee based 
on gross business). The two brokers would conceivably pass their charge on to 
their customers but the dealer would more than likely pay the charge himself. 

Federal stock transfer tax, $8 ($4 charged to former owner on sale from him 
to dealer, $4 paid by dealer on sale from dealer to new owner). 

The following is a graphic presentation of the basic difference between an 
exchange and an over-the-counter transaction : 


COMPARISON OF A TYPICAL TRANSACTION EXECUTED 
ON AN EXCHANGE AND EXECUTED OVER-THE-COUNTER 


Typical transaction executed on an Exchange: 
(S.E,C. 1fpi1it based on gross sales) 


Exchange 
Broker A Broker B 
(agent ) (agent ) 
Former Owner A “> New Owner 


(Federal stock transfer tax liability) 


cal transaction executed over-the-counter: 





(S.E.C. lia based on gross sales) 





' Broker A , ( Broker B ) 

agent or principal agent or principal 

Former Owner 47 xx ww “—-+» New Owner 
XV f 





(Federal stock transfer tax liability) 


(#) 1 acting as principal. 
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With this basic comparison of an exchange transaction and an over-the 
counter transaction, we believe the basis of our opposition to the proposed piy | 
H.R. 6294 is apparent. As proposed, this bill would place a single SEC charge | 
on an exchange transaction (former owner to new owner) while placing a triple 
charge on a single over-the-counter transaction (former owner to new Owner) 
For this reason Weeden & Co, opposes the bill on the basis that it places ap in 
equitable burden on the over-the-counter broker and dealer. 

In this connection we would like to point out that during the 85th Congr 
1st session, a bill similar to H.R. 6294 was rejected in the Senate (S. 2520). The 
report from the Committee on Banking and Currency made note of the diffe, 
ences that exist in the nature of over-the-counter transactions as compared with 
those handled on the nationally recognized exchanges. Due to these differencg 
certain exceptions were proposed for new issues, although no note was taken of 
the fact that regular over-the-counter transactions contain the same differences 
as new issue transactions. The appropriate paragraphs from this report follow: 

“It is realized that the provisions of this bill will for the first time extend theg 
fees to over-the-counter transactions. Your committee believes that those who 
engage in these transactions are under the same moral obligations to help provide 
revenue because of the services rendered by the SEC, as are those who engage jy 
transactions on the nationally recognized exchanges. It has been stated that 
administrative difficulties may be encountered in applying the provisions of this 
bill in the over-the-counter market because of differences that exist in the nature 
of such transactions as compared with those handled on the nationally recognized 
exchanges. One of these differences is that securities are not listed on such ex. 
changes until they have achieved their primary distribution. On the other hand, 
this primary distribution is normally obtained in the over-the-counter market. 
It is the opinion of your committee that for the purposes of this bill, the fee in 
the over-the-counter market should apply to a transaction which results in trang. 
fer of ownership of the security from one person to another person. Under this 
interpretation, no fee would be assessed against the initial transfer of the se 
curity from the owner to an underwriter for the purpose of further distribution, 
In such a transaction the fee would attach when the underwriter had suecess 
fully distributed the securities to another person for his own account. Of course 
if the underwriting agreement contains a provision whereby the underwriter 
retains for its own account securities not successfully distributed to others, the 
fee would attach to that portion of the transaction which resulted in a transfer of 
securities from the issuer to the underwriter for the underwriter’s own account, 
Likewise, if the underwriter initially distributes the security through a broker 
to the ultimate customer, the transaction would be deemed to cover the period 
from the original transfer of the security from the issuer through the time it is 
vested in the ultimate owner. Only one fee would attach to this entire trang. 
action. Such an interpretation would make the application of this fee analogous 
to the nature of that assessed against nationally recognized securities exchanges. 
Under this concept, the transaction covers the period of transfer of ownership 
from one owner to another owner, regardless of how many intervening dealings 
occur in the security involeved. [Italics supplied by Weeden & Co.] 

“It has already been noted that the fee assessed against the exchange is in 
practice passed on to investors. Your committee anticipates that a similar 
practice may be followed in connection with the fees assessed against brokers and 
dealers on transactions handled in the over-the-counter market.” 

Weeden & Co. would also like to draw the attention of this committee to the 
fact that a single over-the-counter transaction contributes money to the Federal 
Government, if not directly to the SEC, through the payment of the Federal stock 
transfer tax far in excess of a similar transaction executed over an exchange. 

If you will refer to our graphic illustration of a comparison between a typical 
transaction executed on an exchange and ewxecuted over the counter you will 
note the following regarding the payment of the Federal stock transfer tax. 

Exchange transaction.—One tax liability collected and paid by the exchange 
and charged to former owner. Cost to brokers : $0.00. 

Over-the-counter transaction.—Minimum of two tax liabilities. 30th col- 
lected and paid by the broker-dealer. One liability charged to the former owner, 
the other charge borne by the dealer. (Note.—An additional tax liability would 
occur for each broker that acted as a principal, rather than an agent, in this 
transaction. The cost of this liability would be borne by the broker.) 

Cost of Federal stock transfer tax borne by dealer: The only example we cal 
use to show the expense incurred by an over-the-counter dealer is that of Weeden 
& Co. During 1959 Weeden & Co. purchased approximately $211,000 worth of 
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“the | Federal documentary tax stamps. Approximately $81,000 of this amount was 
| bil paid for by our customers, but the remainder, or $130,000, was a direct expense 
arge | to Weeden & Co. as a result of the Federal stock transfer tax laws and the na- 


tiple | ture of the over-the-counter business. This expense of $130,000, borne by 
her), | Weeden & Co., should be compared with zero expense to a broker doing the same 
D ip. amount of business over an exchange. 

We therefore submit that the over-the-counter segment of the securities business 
ress | = jg. already contributing a substantial sum to the U.S. Treasury due to the nature 
The of the over-the-counter business and the Federal stock transfer tax laws. The 
ffer. Federal stock transfer tax expense borne by an over-the-counter dealer is an 
vith expense of operation that does not apply to an exchange broker and is a Federal 
Deg tax contribution above and beyond the Federal stock tax collected by both the 
nof§ exchange broker and the over-the-counter broker from the former owner of the 
nce securities. A ‘ 
ow: Weeden & Co. feels that if the collection of an SEC fee is extended to the 
ese over-the-counter industry that it should be done on a basis other than gross 
who | sales as, as Shown above, this basis of taxing would charge at least a triple levy 
ride against a single over-the-counter transaction versus a single levy on a single 
@ in transaction executed over an exchange. 
hat We further feel that if it is the intent of Congress to burden the over-the- 
this counter industry with a direct charge for the support of the SEC, that considera- 
ure | _ tion should be given to the expense borne by the over-the-counter industry and 
“ed | the revenue received by the U.S. Treasury, through the collection of Federal 
ex. | stock transfer taxes. In this connection, we would like to note that Congress re- 
nd, | cently exempted odd lot specialists on nationally recognized exchanges from the 
cet, payment of the Federal stock transfer tax on their odd lot sales wherein they 
im act aS a principal—no such exemption was granted to the over-the-counter dealer 
ns § involved in similar odd lot transactions. 

_ Mr. WeepeN. We have been in business since 1922 and the partner- 

' ship was incorporated in 1927. We did an estimated volume of busi- 
on, P wd eT : - - 
ss ness of $672 million in sales in calendar year 1959. We deal as a 
Se principal primarily with dealers, banks, various types of financial 
2 institutions and funds. We have almost no dealings with the general 
of public. 
nt | I realize that you have received quite an education in the securities 
: | industry and that is one of the reasons I am present. 
is | In reading the proposed bill, it was quite clear that the committee 
. or the person writing the bill was not cognizant of the problems of 
8 S = 
M8 the structure of the over-the-counter industry. 
. I have here a graphic comparison between typical transactions 
Dp | ° 
’ | executed over the exchange and also executed over the counter which 
ye | . é 5 

_  Ithink might help you. 
n Mr. Mack. Thank you. 
; Our colleague, Mr. Bennett, of Michigan, has served on this com- 

mittee for a number of years and he has displayed a very active and 

e definite interest in the Securities and Exchange Commission and in 
I the security business generally. 
ct I would not want anything to reflect upon his knowledge of this 


| | field but I am sure that any bill which is introduced needs certain 
l amendments. 

We are certainly happy to have you come before the committee with 
your background and vast experience in this area. 
Mr. Werpen. I will correct you at this point. I do not think it is 
quite that vast. 
rt Mr. Mack. I mean this quite sincerely. 
_ _ The purpose of these hearings is to secure information from people 
| in industry who have experience with the problems and while the 
/— original drafted legislation might not be in the proper form, it is our 
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function to prepare it and amend it to accomplish what Congress wants , 


to accomplish. 

We are very happy to have you testify and we want you to give ys 
the benefit of your views without reservation. 

Mr. Weepen. Thank you, sir. 

One of the reasons I questioned the knowledge of the person who 
drafted this bill is that it is basically similar to a Senate bill dis. 
cussed here today. In the report by the Senate committee they made 
note of the basic difference between odd-lot transactions and exchanor 
transactions. They suggested certain exemptions for new issue trans. 
actions, but in the bill they made no note of the fact that almost qjj 
of your over-the-counter transactions in the secondary market carry 
the same differences or are different from exchange transactions, 

Mr. Orrick of the Securities and Exchange Commission—— 

Mr. Mack. May I interrupt you there / 

You say the other bill is identical to this one / 

Mr. Weepen. I believe it is somewhat, or very much, the same, 

Mr. Mack. With regard to this provision ? 

Mr. Weepen. In regard to this provision, yes; that is correct. 

Mr. Orrick, in suggesting an amendment to the bill that the Seeuri- 
ties and Exchange Commission be allowed to administer the provisions 
of this bill, in a manner which, to the greatest extent practicable, will 
place over-the-counter transactions in a fair relationship to transae- 
tions handled on security exchanges in enlarging on that, also men- 
tioned that they would probably exempt certain transactions in the 
new-issue field but, again, made no mention of your regular secondary 
market field. 

I think if you will look at page 1 of the three pages I have given you, 
you will recognize a typical exchange transaction where a former 
owner contacts his broker and signifies his intent to sell. A new owner, 
at the same time, is contacting his broker with his intent to buy. The 
brokers meet on the floor of the exchange, agree on a price, and an 
instantaneous transfer of ownership occurs. The basic form of the 
over-the-counter market is similar except that a dealer or several 
dealers replace the exchange. The dealers make a market or trade 
specific securities. They are, in many cases, separated from the 
general public by other broker-dealers. 

If you turn to page 2 of these three pages, you will see that the billas 
it stands is placing a 5-cent-per-thousand-value fee on the gross vol- 
ume of business transacted over an exchange. At the same time itis 
placing a 5-cent-per-thousand fee on the gross business of every broker- 
dealer involved in a nonexchange transaction. This has been brought 
to your attention, and I believe that some amendment sliould go into 
the bill if it is your intent to continue in this vein so that transactions 
between dealers are not subject to the Securities and Exchange Com- 
mission fee. 

Here I would like to make one small suggestion or raise one small 
voice. My primary function in our firm is that of office manager or 
efficiency expert. It is our attempt to conduct our business in as 
efficient a manner as possible so as to offer securities or make a market 
that is as narrow as possible and yet still retain some of the profits for 


the end of the year so that we can pay 52 percent of them to the Fed- 
eral Government. 
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The amending of this bill to strike out, or allow transactions between 
dealers to be free of the Securities and Exchange Commission fee 
would be an added bookkeeping expense. 

As has been suggested, it would probably cost as much to ferret out 
the information as it would be to pay the fee. I do not think this is 
basically the way to conduct an efficient business. 

[ have one other point to make with regard to the over-the-counter 
industry. As compared to the exchange transactions, it has been 
stated here several times that the fee that is charged the exchange, as 
well as Federal stock transfer taxes, are passed on to the ultimate 
customer and the seller, as is usually the case; whereas, in an exchange 
transaction, it is an instantaneous transaction and an over-the-counter 
transaction is an elongated transaction. There is a timelag between 
the former owner and the new owner and in this time lag at least one 
dealer, or several dealers, may take a temporary or transient owner- 
ship in the securities. On this, they pay a Federal stock transfer tax 
and this tax is not passed on to the customer nor would a Securities 
and Exchange Commission fee be passed on to the customer. It is a 
direct expense to the dealer involved. 

The only figures I have available show that the expense to Widden 
& Co. in 1959 in Federal stock transfer taxes brought about as a result 
of our taking a temporary ownership of securities amounted to 
$130,000. I might also note here that odd lot specialists on the floor 
of the Exchange are relieved of this Federal stock transfer tax wherein 
they take a temporary ownership in the securities; over-the-counter 
dealers in dealing in odd lots are not relieved of this Federal stock 
transfer tax. 

I think that due to the nature of the over-the-counter business the 
many temporary or transient ownerships which bring about a Federal 
stock transfer tax, the over-the-counter security is contributing a great 
deal of money to the Treasury of the United States if not directly to 
the Securities and Exchange Commission. 

In closing, I would like to say that this is my first appearance be- 
fore a governmental body and I want to thank you gentlemen very 
much for your attention. 

I have been greatly impressed by the way you have listened and 
asked questions. It has been an education. 

Thank you. 

Mr. Mack. Thank you. 

I wish to thank you for your appearance here today and you have 
indicated that this is your first appearance before a congressional 
committee. 

Perhaps what we need is to have more efficiency experts coming be- 
fore us. 

Mr. Weepen. I did not think I would be very popular. 

Mr. Mack. Do you have any questions ? 

Mr. Grenn. Mr. Chairman, yes. 

Mr. Weeden, I see that you are of the opinion that the expense of 
the Securities and Exchange Commission should be underwritten by 
the security industry ; is that so? 

Mr. Weepen. That is correct. 

Mr. Gurenn. You disagree with some of the previous witnesses who 
did not feel the same way ? 


rte 
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Mr. Weepen. I think I am probably very much in agreement with 
them in that I feel that the expenses of the Securities and Exchangs 
Commission are largely underwritten by the securities industry, 

Mr. GLENN. You feel then, in principle, that is the proper way of 
doing it # 1 

Mr. WeepeN. I believe that is correct; yes. 

Mr. Guenn. That is all. 

Mr. Mack. You and other witnesses have referred to the stock. 
transfer tax and I was somewhat concerned this morning when jp. 
ferences, at least, were made that this tax was to support the Securi. 
ties and Exchange Commission. 

The stock-transfer tax is a matter which would rightfully go befor 
the Ways and Means Committee of the House. If we have proposals 
to-amend this act they would have to be referred to the appropriate 
committee of the House of Representatives. 

The information I requested on the transfer tax is now available. 
This bill passed the House on October 22, 1914, and it was originally 
proposed as a revenue-raising measure. ‘ 

I might read a quotation from the report which has been given to 
me. This report comes from the Ways and Means Committee on the 
bill passed October 22, 1914: 

The stamp-tax provision of the proposed bill is largely a reenactment of the 
“Stamp Tax” section of the War Revenue Act of June 13, 1898. In framing 
this schedule the committee endeavored to select articles most equitably dis. 
tributing the tax burden and at the same time to be immediately responsive as 
revenue producers. 

I am not a specialist in that field, but I did seek this information 
from the Ways and Means Committee during the recess today. This 
confirms my belief it was general revenue tax legislation and ob- 
viously was not for the purpose of making the Securities Commission 
self-supporting. 

I do appreciate your very frank and informative statement and I 
vant to thank you. 

Mr. Weepen. Thank you, sir. 

Mr. Mack. We will next hear from Mr. Dennis Murphy, vice pres- 
ident of the Ohio Co. 

We are glad to have you, Mr. Murphy. Proceed. 


STATEMENT OF DENNIS E. MURPHY, VICE PRESIDENT OF THE 
OHIO CO., COLUMBUS, OHIO, APPEARING FOR THE INVESTMENT 
DEALERS OF OHIO, INC. 


Mr. Murrnuy. My name is Dennis E. Murphy of Columbus, Ohio. 
I am appearing in behalf of the Investment Dealers of Ohio, Inc. 
which is an organization of 67 investment firms doing business in 
Ohio with offices located in Cleveland, Columbus, Dayton, Cincinnati, 
and Toledo. One of the members of the Investment Dealers of Ohio, 
Inc. is the Ohio Co., of which I ama vice president. 

The members of Investment Dealers of Ohio, Inc., are opposed to 
H.R. 6294 for two principal reasons : 

First, we believe that as a matter of principle any legislation which 
is passed for the purpose of protecting the public should be supported 
by the public an not by any particular segment of the public or any 
particular industry. 


- 
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Second, we believe that the increase in the fee on transactions on 
national securities exchanges by 150 percent is an unconscionable 
increase and the extension of such a fee to the over-the-counter market 
would in effect be a levy of a tax on the dealer in securities as well 
as security holders because of the nature of the over-the-counter 
market. a 

The Securities Exchange Act of 1934 states as the purpose for the 
enactment of said legislation that transactions in securities on securi- 
ties exchanges and in the over-the-counter markets— 
are affected with a national public interest which makes it necessary to provide 
for regulation and control of such transactions and of practices and matters 
related thereto— 


in order— 

to protect interstate commerce, the national credit, the Federal taxing power, 
to protect and make more effective the national banking system and Federal 
Reserve System, and to insure the maintenance of fair and honest markets in 
such transactions. 

Thus it is evident that the Congress in passing the Securities Ex- 
change Act of 1934 felt that many segments of our economy would be 
affected by the regulation and control of transactions in securities and 
that the benefits thereof would accrue to the public generally and not 
merely to those who engage in the purchase and sale of securities. 

The 25th Annual Report of the Securities and Exchange Commis- 
sion indicates that 39 percent of the annual appropriation of the Com- 
mission for the fiscal year 1957 was collected from fees then in effect. 
The amount collected was $2,243,580. The amount collected in 1958 

vas $2,334,370 or 34 percent of the appropriation and in 1959 
$2,407,706 or 31 percent of the appropriation was collected. 

While it is the opinion of our members that the total cost of sup- 
porting the operations of the Securities and Exchange Commission 
should be borne by the public generally, we have not heretofore ob- 
jected to the fees that are now in effect on national securities exchange 
transactions but we do believe any increase therein would be an un- 
fair and unreasonable tax upon those who purchase and sell securities 
especially in view of the other taxes which are levied on transactions 
in securities. The Federal tax on stock transfers and on bond sales 
exceeds many times the annual appropriations for the SEC. 

The extension of the transaction fee to the over-the-counter market 
= an entirely different problem and will impose a very grave 

urden on over-the-counter transactions. Operations in the listed 
and the over-the-counter securities markets are quite different in na- 
ture and are handled differently on the books of the various dealers 
and brokerage firms. Listed securities for instance are handled on a 
brokerage basis and it is simple to determine the amount of the fee to 
be charged on a single transaction. Transactions in listed securities 
are centralized on the national exchanges, the volume is easily ascer- 
tainable and the collection of the fee is simplified because it is col- 
lected by the Exchange as each transaction occurs. In practice this 
fee is passed along to the customer. 

Transactions in the over-the-counter market, on the other hand, are 
of entirely different nature and are largely handled on a dealer or 
principal basis. To the best of our knowledge there is no central 
place where the volume or dollar value of such transactions are re- 
corded but we know from experience the volume is extremely large. 
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In our opinion it is impossible to estimate with any degree of accuracy | 
the dollar volume of transactions in the over-the-counter market 


to estimate the revenue which the proposed tax would produce, 1) 
obtain such figures would require an audit of the books and recon) 
of all dealers and brokers in the securities business. 

The net effect of the handling of an over-the-counter transagtigy 
by a dealer who acts as principal as distinguished from a broker is 
that when a particular security is purchased by the dealer for his OW] 
account the seller would pay the transaction tax, and when the dealer 
in turn sold that security to a customer it would then be anothe 
transaction and the tax would apply to that transaction also anq 
would be paid by the dealer. This would mean that on the trangfy 
of a security from one customer to another through the medium of 
the dealer who acted as a principal that two taxes would be levied 
and paid, whereas on the same transaction on a national exchange 
where the dealer acted as a broker there would be but one tax. 

The number of issues traded in the over-the-counter market jg 
nearly eight times that of securities listed on the stock exchanges and 
the levy of such a tax would be discriminatory to the over-the-counter 
market and would unduly penalize all those who purchased or sold 
securities in the over-the-counter market because of the double tay 
burden. 


The over-the-counter market is one of our most important markets | 


and consists of some 4,000 securities firms with some 3,000 branch 
offices which make markets on an extremely large number of issues 
including U.S. Government, State, and municipal securities, bonds 
and stocks of our leading corporations, banks, insurance companies, 


and many others. It provides the facilities for the initial distribu. | 


tion of all new capital issues and, therefore, is a dynamic force in our 
free enterprise system. The over-the-counter market is also used for 
the dietritation of unusually large amounts of securities, whether 
listed or unlisted, which require an underwriting or selling group to 
distribute the issue without disturbing the price level of the market, 

Because of the complexity of many of our underwriting agree 
ments it is possible that the proposed transaction tax would apply to 
members of the selling group as well as the underwriting group and 
would therefore be a double tax on the same transaction. For ex- 
ample when an underwriting group purchases an issue of, say, $25 
million of bonds or stock it frequently forms a selling group to help 
distribute the issue. Question: Would there be a tax on the sale to 
the underwriting group and then another tax to the member of the 
selling group when the security is sold to the customer ? 

In view of the extremely large volume of transactions in the over- 
the-counter market and the variety and number of issues traded, itis 
apparent that the extension of the transaction tax to the over-the 
counter market would impose a tremendous burden on the dealers. 
When it is realized that so many transactions involve relatively small 
amounts, from many small investors, many in the neighborhood of 
$1,000 or less, the collection of a 2-cent tax, for instance, would place 
an onerous burden not only upon the broker-dealer but also on the 
small investor for the small amount involved. 

For example, if this bill were passed every dealer would have to 


*,* . . ; 
make additional calculations or postings on each and every transac 
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tion going through his books. On each purchase, the dealer would 
have to compute the tax, record the tax on the invoice to the cus- 
tomer, collect the tax, post the tax on the individual’s ledger card, 
and then post to another account to keep a record of the total tax 
collected. Other transactions would require different treatment. 
All this would take time and time is costly today even for clerical 


» Lesuning a dealer had 100 such transactions per day, this would 
mean 500 additional calculations or postings per day. That is for 
one dealer alone. 

And since we have some 4,000 dealers and brokers in the United 
States with 3,000 branch offices, the total number of calculations or 
postings per day would run into the millions. 

Surely this is a burden both of work and of money which this com- 
mittee does not want to impose on the investment industry and on 
the people who provide the necessary capital for the expansion of our 
economy. It would be in effect a tax on new capital, the lifeblood 
of our economy. 

Furthermore, in order for a dealer to accurately determine his costs 
of operation it would be necessary to keep two sets of records, one to 
reflect dealer transactions, the tax on which he would have to absorb, 
and the other to reflect brokerage transactions where he would be 
acting merely as the collecting agent for the Government. 

This additional expense to the broker-dealer when coupled with the 
tax burden imposed upon the transactions themselves will have a sub- 
stantially adverse effect on the over-the-counter market which is so 
essential to our economy and the public interest. 

In addition to the burdens which this tax would impose upon the 
public, broker-dealers, and investors, it should be pointed out in 
passing that the cost of administration and collection of such a tax 
by the Treasury Department may substantially reduce the net reve- 
nues which the tax is intended to produce. As previously indicated 
the tax will have to be collected from some 7,000 offices rather than 
from a few national exchanges as is now the case with the tax levied 
on listed securities. 

SUMMARY 


As investment dealers active in the over-the-counter market, we, 
as well as our many thousands of customers, are directly affected by 
this bill. We oppose the passage of H.R. 6294 for the following 
reasons : 

(1) The Securities and Exchange Commission was created for the 
purpose of enforcing legislation which the Congress deemed in the 
public interest. Therefore, it should be supported with public funds. 

(2) We believe that the proposed increase in fee on national secu- 
rities exchanges is unreasonable and would increase the cost of secu- 
rities transactions without any offsetting benefits. 

(3) The extension of the transaction tax to the over-the-counter 
securities would unduly burden the raising of new capital, greatly in- 
crease the cost of doing business to registered broker-dealers and 
would impose clerical and bookkeeping burdens of immense propor- 
tions on such broker-dealers without compensating advantages. 

For the above reasons and in the interest of our free enterprise 
system we urge therefore that H.R. 6294 be not favorably reported. 
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This concludes my statement and I thank the committee for the | 
privilege of appearing before you and allowing me to express the viey, 
of the dealers i in Ohio, espec ially at the end of a long and tedious day, 

Mr. Mack. Thank you, Mr. Murphy, for your statement. 

Mr. Glenn, do you have questions ? 

Mr. Gienn. I have no questions, Mr, Chairman. 

Mr. Mack. On page 1 of your statement you say— 

First, we believe that as a matter of principle any legislation which js passed 
for the purpose of protecting the public should be supported by the public ang 
not by any particular segment of the public or any particular industry, 

Was that with reference only to the Securities and Exchange (op. 
mission, or were you including all the regulatory agencies ? 

Mr. Murrny. I was speaking primarily of the Securities and By. 
change Commission because that is the subject which is before yx 
for heaving today. 

Mr. Mack. The legislation to which you referred would be the 
legislation which affected only the one regulatory agency, the Secu. 
rities and Exchange Commission ? 

Mr. Murpny. Yes, sir. 

Mr. Mack. On page 2 of your statement you indicated that you had 
not objected to the fees heretofore which are now in effect, but you 


believe that any increase therein would be unfair and unreasonable, | 


it would be an unfair and unreasonable tax ? 

Mr. Murrny. Yes, sir. 

Mr. Mack. If an increase is unfair and unreasonable, would not 
the present fees fall in the same category ? 

Mr. Murpny. I think t hey do, Mr. Chairman. 

Mr. Mack. So, in effect, you are opposed to those fees as well! 

Mr. Murpuy. I think in the light of my testimony that is a fair 
conclusion, yes, sir. 

Mr. Mack. May I ask now if the sale of stock in Ohio is subject 
to your own tax system or tax stamp system? I know when we pur. 
chase things of value in Ohio they give us certain st: amps or receipts, 
Mr. Murpny. Our State sales tax you speak of, yes, sir. 

Mr. Mack. Stocks are not subject to that tax ? 
Mr. Murpuy. No, they are not. Intangibles are exempt from 
it. 

Mr. Mack. What tax do you have for the sales of securities in 
your State? 

Mr. Mourrny. Only those levied by the Federal Government. 

Mr. Mack. You have indicated it would be a tremendous burden 
on the broker-dealers in your State. Would this be any more dif: 
ficult for them than it is for your small businessmen in Ohio who 
deal in tangible properties ? 

Mr. Mourpny. I think the volume would be so much greater in the 
intangible field than in the other field that the burden would be many, 
many times greater than it would be for tangible items. 

Mr. Mack. You think the burden would be greater on intangible 
items? 

Mr. Mourpny. Oh, yes, because of the volume of the transactions. 

I attempted in the illustration I gave, just using 100 transactions, 
to indicate the book work which would be involved i in that number of 
transactions alone. 
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Our firm is not a large one as investment. firms go throughout 
the country, we are situated primarily in Ohio, but on many days 
we have had many times that number of transactions going through 
our books so that the number of transactions would be just tre- 
mendous. I am not in a position to try to indicate what. the cost 
might be, but I did have some conversations with our cashier’s depart- 
ment before I left and they were just staggered to think what they 
would have to do if the tax were imposed in the manner in which it 
now appears in the bill. : 

Mr. Mack. Of course, there are many firms in Ohio which have 
imilar problems. 

Re lceesix, Oh, yes, and I think the problem I have raised here 
brings that out. I testify in behalf of the 67 firms in Ohio, and 
many are members of the various stock exchanges, too. 

Mr. Mack. Under the sales tax of Ohio you collect taxes on some 
very small items and it starts at 40 cents? 

Mr. Murrnuy. Yes, that tax is paid at the time of the transaction 
largely. ; . 

Mr. Mack. Retail stores which sell that type of item would have 
a tremendous number of transactions ? 

Mr. Murruy. Yes. That was the question which came up in the 
legislature this past session as to the cost of collecting that tax. 

Mr. Mack. I wish to thank you for your statement, Mr. Murphy. 

Mr. Mureny. Thank you again for the privilege of appearing, 
Mr. Mack. 

Mr, Mack. Mr. Herbert Singer. 

Is Mr. Singer present ¢ 

(No response. ) 

Mr. Mack. We will give Mr. Singer an opportunity to file a 
statement at this point if he is not present, since he indicated he 
wanted to testify today. 

At this point I would like to include in the record additional state- 
ments: Mr. Edward T. McCormick, president, American Stock Ex- 
change; Mr. Robert A. Polesta; Mr. Oliver J. Troster. 

(The statements referred to follow :) 


STATEMENT OF Epwarp T. McCorMICK, PRESIDENT OF THE AMERICAN STOCK 
EXCHANGE, ON H.R. 6294 


My name is Edward T. McCormick. I am president of the American Stock 
Exchange, 86 Trinity Place, New York City. 

I want to thank the committee for the opportunity to comment on H.R. 6294, 
introduced by Congressman Bennett. 

Let me say, first, that I am in favor of the allocation to the Securities and 
Exchange Commission, by way of appropriation, of such additional funds as 
they may need for the proper performance of the functions delegated to them 
by the Congress under the several laws which the Commission administers. I 
think, as most businessmen do, that the Commission has done a highly credit- 
able job to date and that they could use more funds for the expedition of their 
functions. 

However, my sole comment, with reference to the bill before you is that, in 
my opinion, the shareholders whom these laws were enacted to protect, and 
who effect their sales of securities on a national securities exchange already 
pay more than their fair share of the cost of the protection afforded to them 
by the Federal Government. 

The registration fee paid by the American Stock Exchange for the calendar 
year 1959 amounted to $99,640. 
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In addition, during the calendar year 1959, sellers of securities, who eleg 
their transactions through the American Stock Exchange Clearing Corp, pajq 
to the Federal Government a total of $491,022 in the form of transfer taxes 

In the aggregate, these assessments on stockholders, paid through the fag. 
ities of the American Stock Exchange for the year 1959, amounted to $590,692 
and it is obvious, that when added to similar payments made on trading oy 
other national exchanges the aggregate payments are several times what the 
costs of running the Securities and Exchange Commission would be with an 
adequately expanded staff. 

Now, it is proposed, despite this large revenue obtained by the Federal Goy. 
ernment through national exchanges, that the registration fees payable by 
them be increased by 150 percent. 

I feel that this increase is both unfair and unwarranted. 


STATEMENT OF Ropert A, PopESTA, MANAGING PARTNER, CRUTTENDEN, Poprsy 
& Co., CHIcAGo, ON H.R. 6294, To AMEND SECTION 31 OF THE SECURITIES Ry. 
CHANGE ACT OF 1934 


My name is Robert A. Podesta. I am managing partner of Cruttenden, 
Podesta & Co., a medium-sized investment firm operating 16 offices coast ty 
coast, from headquarters in Chicago. With the subcommittee’s permission, 
I would like very much to file the following statement in opposition to HR. 
6294, and to have it made a part of the current hearing record. 

The intent of Congressman Bennett, the author of H.R. 6294, is clear: Tp 
provide new revenue that will narrow the gap between the Securities and Ry. 
change Commission’s annual requests for funds, and the money that you gentle 


men and the other Members of Congress, in your wisdom, see fit to appropriate 


for SEC each year. 

My firm has no quarrel with that intent. But we do take vigorous and valid 
exception to Mr. Bennett’s approach. For there is considerably more involved 
here than a substantial increase in a registration fee: 

H.R. 6294, if enacted, will—for all practical purposes—bypass the consti- 
tutional procedure of appropriations from general revenues for the maintenance 
of Federal administrative and supervisory agencies. In the process, it will 
transform a legitimate and equitable registration fee into an inequitable and 
discriminatory tax. 

That transformation will be effected by (a) increasing the registration fees 
eurrently charged to nationally recognized securities exchanges, and (b) ex- 
tending such increased fees to transactions in the over-the-counter market. 

SEC, in endorsing both the increase and the extension, has said that neither 
will tend to impose “any undue burden upon any securities industry organiza- 
tion or group or class of investors.” 

Here, again, my firm must take respectful but vigorous exception. And I 
think it is a matter of considerable and pertinent significance that our indus- 
try’s leading associations, as well as the presidents of the ranking national 
securities exchanges, are agreed that H.R. 6294 is burdensome and inequitable 
legislation—specifically, as it affects the over-the-counter securities business. 

Here are the considerations that support our conviction : 

At the outset, I would ask you to bear in mind that our industry operates 
under strict and rigorous regulation at every level—National, State, and local. 
We are governed by the basic laws and regulations of the SEC. We are regu- 
lated in varying degrees by State securities commissions, under the so-called 
blue sky laws of the States in which we are registered or do business. Our 
several stock exchanges have rigorous codes of ethics and conduct for their 
member firms, and punitive powers that encourage unswerving compliance. 

Finally—and, in my own mind—most significantly—my industry finances and 
administers its own police department, the National Association of Securities 
Dealers, Inc. This unique organization—the only one of its kind—was created 
by congressional mandate. Its record over the years, of swift and painful 
justice for those firms or individuals who step out of line, speaks for itself. 

For the fiscal year ended September 30, 1959, NASD has reported that its 
4,142 broker-dealer member firms paid total fees and assessments of $1,722,783. 
In addition, these firms contributed countless thousands of man-hours of time 
and energies to association affairs. 
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Thus, the point I would make is twofold: (1) My business is regulated—per- 
haps more than any other industry—all along the line; and (2) we welcome 
such regulation. We have learned not only to live with it, but to recognize—and 
be grateful for—the fact that our greatest strength stems from it. We are 
strong because we operate in a goldfish bowl. And those of us—investors and 
investment men, alike—who remember earlier, unregulated times wouldn’t have 
it otherwise. 

I have said, and it bears repeating, that H.R. 6294's practical effect would 
be to bypass traditional constitutional procedures, and to transform a registra- 
tion fee into an inequitable, discriminatory tax. 

Apart from those disturbing long-range implications for industry generally, 
consider, if you will, the extent to which such a tax discriminates against the 
over-the-counter securities business. 

H.R. 6294 specifies that the increased tax fee shall be extended to every 
registered broker-dealer. The regulation of such brokers and dealers is an 
essential and integral part of SEC’s duties and responsibilities, but it is no 
more than a small part. Yet the money collected from this camouflaged tax 
would go into the Treasury’s general fund, for general administrative purposes. 

In its earlier consideration of similar legislation, the Senate Committee on 
Banking and Currency has conceded that none of the money so collected is 
“available for expenditure” by the SEC. The best that the Senate committee 
could say for it was that such money will “have the effect of reducing the net 
cost to the general Federal taxpayer of the operations of the Commission.” 

I need not remind you gentlemen, I’m sure, that the broker-dealer in unlisted 
securities is a “general Federal taxpayer,” also. He is already paying his 
share, and more, of SEC’s operating expenditures. And he is exhibit A in our 
stand that the SEC is in error when it ma:ntains that this bill does not dis- 
criminate against, or impose undue hardship on, “any securities industry organ- 
ization or group or class of investors.” 

There is a further, and equally urgent, physical consideration, here. I have 
said that our indsutry’s greatest strength derives from regulation. At the other 
extreme, it must be noted that the paperwork imposed by regulation is my 
industry’s greatest burden. In some sectors, it is rapidly becoming an in- 
supportable burden. 

What Mr. Bennett proposes, in addition to a new and discriminatory tax, is 
an added, new chain of peaks for our mountain of paperwork. 

Other witnesses for our industry—specialists, in their respective spheres—have 
developed, or will develop, this consideration in detail, when they give you 
their appraisals of this bill’s structural defects. 

Let me, very briefly, touch on one defect that bears directly on my conviction 
that this bill would convert a bona fide registration fee into an inequitable tax— 
a tax-on-tax, if you please. 

Let’s suppose that a dealer fills an agency order in the unlisted (over-the- 
counter market with securities acquired from an exchange member. The 
latter pays the tax on his sale to the dealer. The dealer, as broker, pays the 
tax on his transaction with the customer. Tax-on-tax. 

Other examples can and will be developed. For the moment, it’s sufficient to 
stress that under the language of this bill (specifically, line 17), the phrase, 
“sold as broker or dealer,” can lead only to confusion thrice confounded. The 
reason is clear: the wording covers both agency and principal transactions, 
with no recognition of the capacity in which the dealer may be acting, or the 
ultimate buyer’s (or seller’s) status. 

Gentlemen, that concludes my presentation, and I want to thank you for your 
patient and courteous consideration of my firm’s views. 


STATEMENT OF OLIVER J. TROSTER, OF TROSTER, SINGER & Co., NEw York, N.Y. 


My name is Oliver J. Troster. I am appearing both as a partner in the firm 
of Troster, Singer & Co., dealers in over-the-counter securities in New York 
City and as a member of the board of governors of New York Security Dealers 
Association, an association of dealers in over-the-counter securities. I have been 
in the securities business for a long time, having started in 1919 after returning 
from service with the American Expeditionary Forces in Europe during World 
War I—with time out to serve 4 years in World War II and 2 years more in the 
Korean conflict. I have also been an officer and/or governor of the New York 


; 
; 
; 
: 





66 BROKER-DEALER LICENSE FEES 


Securities Dealers Association and its predecessor organizations almost Con- § 
tinuously since 1927. 

This bill (H.R. 6294) does two things; first, the new rate established as a 
registration fee or tax on security sales on exchanges will be increased to oy 
times the old rate and, second, the bill ventures into new fields by imposing g 
registration fee or tax on sales of securities made in the over-the-counter 
market rather than confining the impost to sales on the organized exchanges 
It is on this extension to the over-the-counter market that I would like to 
comment. 

I desire to express opposition to the bill insofar as it applies to my own firm 
and to the other over-the-counter dealers in securities throughout the country 
most of whom are unaware of this new tax which is about to be thrust Upon 
them. It is my hope that these hearings will receive wide publicity so tha 
security dealers will be alerted to the provisions of this bill. 

Because the bill does extend the registration fee into a new field, I trust tha 
the members of this committee are aware of the fact that the over-the-counter 
business is conducted in an entirely different manner than the business on the 
stock exchanges. We in the over-the-counter market deal as principals, not as 
brokers. We are risk takers—enterpreneurs, if you will—and as such bear the 
risks of losses which are not inherent in the business of the brokers. As prip. 
cipals, we are also burdened with the cost of stock transfer taxes which we must 
pay ourselves—costs which a broker passes on to his customer. And _ these 
taxes are no small matter for a firm such as mine. Let me cite in all modesty 
the fact that in April of this year we spent $9,173.73 for Federal stock transfer 
stamps and $22,498.49 for New York State stock transfers. We paid these taxes. 
We could not pass them along to our customers who, by the way, are financial 
institutions, not individuals. 

Nor will be be able to pass along to customers this new charge, it must be paid 
by us—the dealers who act as principals. Again, being personal, we estimate 
that this tax would cost my partner and me some $17,500 per year. That amount 
may not seem large to some but it does take a lot of trading for eighths and 
quarters to make it. 

Now, as I understand it, the money collected from the imposition of this fee 
is not retained by the Securities and Exchange Commission but is deposited in 
the general accounts of the U.S. Treasury. I believe that is the same place 
where the Federal stock transfer fees are deposited. If so, we over-the-counter 
dealers are already contributing heavily to that fund through the payment of 
stock transfer taxes. Again, being personal insofar as my own firm is concerned, 
may I say that my firm paid into the Treasury for tax stamps last year 
$116,022.55, We believe that is a substantial amount—and we are opposed to 
the imposition of a further fee or sales tax on our business. 





NATIONAL ASSOCIATION OF INVESTORS’ BROKERS, 
New York, N.Y., June 6, 1960, 
Hon. PETER MAck, 
Chairman, Commerce and Finance Committee, 
House Office Building, Washington, D.C. 


DEAR REPRESENTATIVE Mack: On behalf of my own clients and clients of stock 
brokerage firms in general, I wish to enter a word of protest against the ex- 
tremely heavy increase proposed by Securities and Exchange Commission to 
be charged on stock brokerage transactions. 

While I am not opposed to the SEC receiving a larger budget, I believe that 
the suggested increase of 150 percent is too big a jump all at one time. 

Many thanks for your consideration of this viewpoint. 

Sincerely yours, 


THOMAS B. MEEK. 
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ASSOCIATION OF STOCK EXCHANGE FIRMS, 
OFFICE OF THE PRESIDENT, 
LAS g New York, N.Y., June 7, 1960. 
024 | peH.R. 624, increase in SEC fees. 

"NZ | yon. Perer F’. MACK, Jr., 


C COn- 


Unter | Chairman, Commerce and Finance Subcommittee, House Interstate and Foreign 
— j Commerce Committee, U.S. House of Representatives, Washington, D.C. 
> t . . » 
© to | DearR CONGRESMAN Mack: I have read with interest the statement of Mr. 


Fdward C. Gray, executive vice president of the New York Stock Exchange, 


a presented to your committee on June 6. I completely agree with his comments 
mu and fully support his position that any increase in the present fees or imposition 


l ; ¢ ‘ sas + . . * te 
Pe: of new fees under section 31 of the Securities Exchange Act of 1934 is unjustified. 
tat The Association of Stock Exchange Firms, of which I am president, is a 


th trade association comprised of some 600 firms and individual members of the 
a New York Stock Exchange. Most of these firms handle business for the general 
| a } public and a large part of them are members of regional exchanges as well as 
t = ' the New York Stock Exchange. I know that the membership of this association 
‘the is overwhelmingly opposed to the imposition of these charges and that the cus- 
rin. tomers with whom our members deal are equally opposed. rhe members are 
ust opposed for dollars-and-cents reasons and the customers are, of course, aware 

that all Government levies on business ultimately are reflected in higher prices, 
— and thus they too have an interest in resisting the proposed new charges. 
f y The proposed increase in section 31 fees would not only raise the ultimate prices 
aa but the new fees on registered broker-dealers based on the dollar amounts of 
r their over-the-counter sales would be a fee payable for the privilege of doing 
lal this type of business and would place new administrative burdens on thousands 
ot of broker-dealers and on the Securities and Exchange Commission itself. 
= Therefore, we respectfully submit that the amendment proposed in H.R. 
- 6294 should not be approved. 
nd Sincerely, ‘ 

Davip Scott Foster, President. 

ee 
in PHILADELPHIA-BALTIMORE STOCK EXCHANGE, 
ce | OFFICE OF THE PRESIDENT, 
er | Philadelphia, June 3, 1960. 


of Re H.R. 6204. 

Hon. PETER F’. MAck, 

Chairman, Securities Subcommittee, House Interstate and Foreign Commerce 
0 Committee, New House Office Building, Washington, D.C. 

DEAR CONGRESSMAN MAcK: With reference to the hearings by your committee 
on H.R. 6294, at which Messrs. Edward C. Gray and Edwin D. Etherington are 
appearing on behalf of the New York Stock Exchange. The Philadelphia-Balti- 
more Stock Exchange strongly endorses their position that the present annual 
registration fee now imposed on National Securities Exchanges not be increased. 

We have established within the past few years an auditing department to 
comply with the request of the Securities and Exchange Commission that we 
conduct annual field examinations of our member firms not so supervised by 
other agencies. The expenses of this department now comprise approximately 
7 percent of our annual budget. 

We hope as a result of the facts presented at these hearings your committee 
will conclude that any increase in the present registration fees will impose an 
unjust and unwarranted share of Securities and Exchange Commission expenses 
on registered national securities exchanges. 

Respectfully submitted. 

S. Grey DayTOoN, Jr., President. 


Mr. Mack. That concludes our hearings on this bill, and the com- 
mittee will stand adjourned. 
(Committee adjourned at 4 p.m.) 


Xx 





